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ECONOMICS 




THE SUBJECT-MATTER 
OF ECONOMICS 

I. The*Economic Problem : A Preliminary Discussion. 

The world around us is full of activity. Men and 
women are engaged in various types of work. Some are 
working in the fields growing food or in the factories 
manufacturing goods. Some are engaged not in the 
production of material goods but in producing services. 
Transport workers, doctors* lawyers and teachers are 
included in this latter category. A question may be 
asked as to why all this activity takes place. The 
obvious answer will be that people are working in order 
to earn money. But is money the end of all human 
activity ? It is not. Money is a medium^ of exchange. It 
is a means of buying goods and services which satisfy our 
wants. Human ^beings feel certain wants. These wants 
are satisfied by goods and services which money buys. 
Thus, satisfaction of wants is the goal to which these 
activities are directed. 

The Problem of Scarcity : Now, there is generally no 
limit to the wants men feel. But the means with which we 
can satisfy our wants are strictly limited. The problem, 
therefore, is how to satisfy our innumerable wants with the 
limited resources at our disposal. The nation, like the 
individual, also faces this problem. Scarcity of resources 
is one of the primary economic problems which 
economists have to deal with. This basic problem gives 
rise to other problems of a fundamental nature. 

The Problem of Exchange : Scarcity of means leads to 
exchange of goods. If we have one thing in relatively 

M. c. E.~ 1 
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abundant quantity but lack other things, we naturally 

have* to give up some of the first in order to get in 

return the other things we stand in need of. In a 

modern community each person specialises in one 

occupation. For example, a producer of steel is concerned 

with his job only : he is not a farmer, nor a fish-monger, 

nor is he a producer of clothing. But this specialist 

needs food, clothing and shelter, none of ' which he 

produces. He can get hold of these things only if he 

sells his product—steel—for money and with it pays for 

the goods he lacks. This problem of exchange forms a 

► 

subject-matter of economics. For it is through exchange 
activities that man tries to alleviate the obstacle of 
scarcity. 

The Problem of Choice: When means are scarce we 
cannot satisfy all our wants. We have to choose 
between the different wants. Those which are most 
pressing are satisfied first and if there are some means 
left we can try to satisfy our other less important wants. 
For example, a man with a monthly income of Rs. 100 
will not be able to satisfy many of his wants. If he 
spends his meagre income on some commodities he must 
forego others. Like this person we also have to choose 
between the different wants we feel and our choice 
determines what is to be produced. In a free-enterprise 
economy the consumers are supposed to make the 
choice, whereas in a planned economy it is the planners 
who choose. Whatever the case may be, choice has to 
be made since the means are scarce. 

II. Some Definitions. 

We are now in a position to define economics. It is 
primarily concerned with the study of human wants and 
their satisfaction. We may note some definition^ given 
by different economists : 
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Marshall i '‘Political Economy or Economics is a study 
of mankind in the ordinary business of fife : 
it examines that part of individual and 
social action which is most closely connected 
with the attainment and with the use of the 
material requisites of wellbeing/' 

(Alfred Marshall, Principles of Economics.) 

« • 

Robbins : ‘‘Economics is the science which studies 

human behaviour as a relationship between 
ends and scarce means which have alternative 
uses.” 

(L. Robbins, Nature and Significance of 
Economic Science, p. 15.) 

Scitovsky : “Economics is a social science concerned 
with the administration of scarce resources." 

(T. Scitovsky, Welfare and Competition.) 

III. Is Economics a Science of Wealth ? 

Adam Smith defined economics as “an enquiry into the 
nature and causes of the Wealth of Nations.” From this 
definition of economics certain thinkers of the nineteenth 
century, Ruskin, Carlyle and others, concluded that it 
was concerned with riches or money and the ways to 
acquire riches. As such, they condemned the subject as a 
dismal science. It is needless to say that these writers 
were mistaken. The misconception arose due to the 
meaning of the term wealth in ordinary language. When 
the word wealth is used in common speech it usually 
refers to riches or money. But in Economics wealth 
means those economic goods which are limited in supply 
in relation to the demand for them. We should 
remember, however, that what we are primarily concerned 
with is not wealth as such but with those human 
activities which centre round wealth. In other words, 
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in economics we study how men produce, exchange And 
distribute the scarce resources which we call wealth. 

IV. Economics is a Social Science. 

Some have disputed the claim of economics to be regarded 
as a science. Of course, it is true that it is not an exact 
science like physics or chemistry. Economics deals with 
human behaviour and this cannot be predicted with 
certainty or definiteness. But if by science we mean a 
systematic and classified body of knowledge concerning a 
part of nature, economics can be justifiably regarded as a 
science. It is a social science. It is not concerned with 
individuals living in isolation like Robinson Crusoe but 
with individuals who co-operate with each other and live 
in society. 

V. Economic Laws. 

Like all other sciences, economics also tries to find 
out similarities or uniformities in the phenomena which 
it studies. In describing the effects of price changes 
on demand, for instance, the economist does not take 
each individual case separately and report how demand 
has changed. He tries to discover the common features 
of these cases and then formulate a general law or 
proposition. Such formulations of generalised propositions 
about the phenomena studied by the economists are 
known as theorems or laws. It should be noted that 
economic laws such as the law of diminishing returns 
express certain tendencies rather than rigid relationships. 

Additional Notes 

Economics and Welfare : 

Should economics deal with welfare ? This is a 
question on which economists differ. According to the 
classical economists like Adam Smith and Ricardo, 
economics was concerned with the cause and nature of 
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wealth. . But the economists who came after them, 
Cannan and Marshall, for example, shifted the emphasis 
to the causes of material welfare. Wealth had to be 
studied because it led to welfare. Professor Cannan 
defined economics as the study of the causes of material 
welfare. This view of the subject has been criticised by 
Professor Robbins. Hie main points of his criticism are : 

(1) * Economics studies not only material things but 

also non-material things or services. 

(2) There are many economic activities which do not 
increase welfare such as the manufacture and sale 
of alcoholic drinks. These activities are studied in 
economics because they help to satisfy human wants. 

(3) Welfare cannot be measured quantitatively. 

(4) If we bring in welfare in economic studies, 

certain ethical problems will be involved. In 
other words, economics will then have to be 
concerned with what is good or right. But 
economics is a science which studies things as 
they are. • 

Thus some economists would like to restrict the scope of 
economics in this way. But others argue that economics 
is not like natural sciences. It is concerned with human 
behaviour in the economic sphere. Economic problems 
are human problems and affect economic welfare of man. 
Therefore, economists should study not only the problems 
as they are but also provide a way to solve these 
problems. Economic policies formulated by them should 
be directed towards the maximisation of welfare. Modern 
economists like Hicks, Kaldor and others have tried to 
develop the comparatively new branch of economics 
which is called Welfare Economics on a scientific basis. 
According to them economic welfare is maximised when 
economic resources are allocated in the best possible 
manner. 
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SOME FUNDAMENTAL 
CONCEPTS 


Wants: 

Human beings feel wants and all economic activity is 
directed towards the satisfaction of these wants. Some 
of these wants arise from the biological nature of man 
and others from his cultural needs. Wants arising from 
the biological nature of man are primary wants such as 
those for food, shelter and clothing. Civilised man, on 
the other hand, needs clothes, books, etc. These are not 
essential for his survival but they are indispensable if he 
is to live a civilised life. These we call secondary 
human wants. 

Goods : 

Economic activities are devoted to the production 
and consumption of goods and services. These goods are 
produced for the satisfaction of human wants. A good, 
therefore, can be defined as anything which satisfies a 
human want. We notice, thus, two conditions for goods : 
(1) a human want and (2) means which can satisfy that 
want. 

Free Goods and Economic Goods : 

Some goods are so abundant that no one needs to 
make any effort to get them. These are available to 
every one and need not be economised. Such goods 
whose supply is more than sufficient to meet the demand 
for them are called Free Goods. There are other goods 
whose supply is scarce relatively to the demand for them. 
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People have to make great effort to obtain them. These 
are economic goods. 

It is to be noted that whether a good is free or 
economic will depend on the circumstance. For example, 
air will be regarded as a free good in an open place 
whereas in an air-conditioned cinema hall it will be an 
economic good. 

Classification of Economic Goods : 

(1) Durable and Non-Durable Goods : Material goods 
produced by man may be durable, i.e., last for a long 
time. For example, machines, buildings, etc. Other 
material goods do not last long. These are non-durable 
material goods. Durability, however, is a relative concept. 
It depends on the period of time we choose for refer¬ 
ence. In a very short period almost all goods are dura¬ 
ble but in the very long period nothing is durable. 

(2) Consumers' and Producers' Goods : The distinc¬ 
tion between consumers’ and producers^ goods is based 
on the use to which the goods are put and not on any 
of their physical features. Consumers’ goods and servi¬ 
ces are those which help to satisfy human wants directly. 
Producers’ goods are those which help to produce other 
goods. Thus in making this distinction we consider the 
use to which we are putting them. Coal which burns in 
the blast furnace of the Tata Iron and Steel Company 
is a producers’ good. But coal which burns in your 
kitchen is a consumers’ good. 

Wealth s 

Wealth is usually defined as synonymous with mate¬ 
rial economic goods. In ordinary language wealth means 
riches or money. In economics it is used in a special 
sense. By wealth is meant a stock of goods existing at 
a given time which have money value. In order to have 
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money value, that is, in order to be classified as wealth a 
good must have the following four attributes : 

(1) Utility: An economic good which is wealth 
must possess utility. In economics the term utility means 
the capacity to satisfy human want. It does not mean 
desirability. Goods like drugs (cocaine, heroin, etc.) 
may not be desirable ethically. But if such ^gogds can 
satisfy the want for them, they will be regarded as having 
utility. It signifies the intensity of desire for a good. 

(2) Scarcity : In order to be regarded as wealth, a 
good must have not only utility but also must be scarce. 

i 

Air and sunshine have utility but they are not scarce. 
They cannot, therefore, be termed as wealth. We have 
already noticed that a good may be scarce in one place 
and abundant in another. 

(3) Transferability : The good must be transferable, 
if not physically at least the title or the ownership must 
be capable of being transferred from one person to 
another. This implies that the good must be external to 
man. The talent of a poet, for example, has both utility 
and scarcity but since it is not external it cannot be 
regarded as wealth. 

(4) Marketability: The good must be capable of 
being bought and sold in the market. 

Classification of Wealth : 

(1) Private and Collective or Public Wealth: 

Private wealth consists of those goods which are owned 
by individuals. It includes (t) the individual’s material 
possessions such as house, clothes, furniture, etc., and 
(it) external non-material goods such as his business good¬ 
will, etc. The individual’s debts, if any, must be deducted 
from these. Collective or public wealth are external, 
transferable economic goods used by the public. These 
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are usually owned by the government. Roads, govern¬ 
ment-owned railways and other transport services, public 
parks, government buildings are public wealth. 

(2) National Wealth * National wealth consists of 

(i) all individual wealth minus individual debts and 

(ii) public or collective wealth excluding public debt. We 
must add, however, the debts which foreigners owe to 
the citizens of the country. We may note that some 
economists think that the important gifts of nature such 
as land, rivers, mountains, forests, mineral resources, etc., 
should be included in national wealth. Others would 
include such things as the industrial efficiency or faculties 
of the people, trade reputation and the organisation of 
the well-ordered state in national wealth of the country. 

Value and Price : 

Value-in-Use and Value-in-Exchange: All goods 
capable of satisfying human wants are useful or valuable. 
One meaning of the term value, therefore, is usefulness. 
This is known as value-in-use or simply use-value. The 
term also implies the purchasing power of a good over 
other goods. This is value-in-exchange. When economists 
use the term without qualifying it, they mean value-in¬ 
exchange. In order to have value-in-exchange a good must, 
in the first place, have utility or use-value. Secondly, 
it must be limited in supply, t.e., it must be an economic 
good since otherwise nobody would give anything for a 
good which was abundant and which one could get free. 
One interesting thing about the concept of value is that 
some goods have great value-in-use but little value-in¬ 
exchange. Water is more useful than gold. But gold 
commands greater exchange value than water. The reason 
is obvious. Gold is much more scarce than water. The 
more a good is limited in supply the greater will be its 
«*change value. 



10 


ECONOMICS 


Value Price s We have seen that the value of 
a good in * economics means its exchange value, i.e., the 
amount of other goods which one can get in exchange 
for one unit of the good one possesses. Thus if one can 
get three books in exchange for one pen, the value of 
the pen will be equal to three books. Now-a*days r 
instead of exchanging goods for goods we use money as 
a medium of exchange. When the value of* a feood is 
expressed in terms of money it i9 known as price. The 
price of a good, then, is the money expression of its 
exchange value. 

. There can be Simultaneous Rise in the Prices of 
All Goods but not of their Values : One more thing 
to be noted about value and price is that the prices of 
all goods can rise simultaneously but the values of all 
goods cannot. This statement needs some explanation. 
From our experience we know that the prices of all 
things can, and often do, rise at the same time. The 
general rise in prices is due to an increase in the supply 
of money in the community. But the same cannot be said 
about the values of all things. Value is a ratio. If the 
value of one good rises in terms of another, the value 
of the second good obviously falls. Suppose rice is being 
exchanged for wheat. If the value of rice now rises, 
we shall get more wheat for one unit of rice. That is, 
more wheat will now have to be given for the same 
amount of rice* The value of wheat has now fallen. 

Consumption 

Consumption is closely related to wants. Consump¬ 
tion does not mean destruction of matter for, as scientists 
will tell you, man cannot destroy matter nor can he 
create it. In economics, consumption means the using 
up of utility or the destruction of utility. Myers defines 
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consumption as “the direct anc$ final use of-goods or 
services in satisfying the wants of free human' beings." 

Consumption is the end of all economic activity. Adam 
Smith in his Wealth of Nations wrote : “Consumption is 
the sole end and purpose of all production * and the interest 
of the producer ought to be attended to only so far as 
it may be necessary for promoting that of the consumer." 

Income Limits Consumption : We cannot satisfy all 

our wants because the means at our disposal—our income 

—are limited. Satisfaction of these wants, therefore, 

depends on income. People can, of course, consume 

more than they earn. In such cases, they must borrow 

from others or spend their savings. The nation also can 

consume more than its income by borrowing from other 

countries or by drawing on its accumulated wealth. In 

the long run, however, consumption cannot exceed income. 

A person who is consuming more than his income by 

borrowing must pay his debts. This means that he must 

consume less than his income in the future. Or if he is 

* 

eating up his capital, it is possible for him to do so 
because he consumed less in the past and paved. 


HUMAN WANTS : THEIR CHARACTERISTIC 
AND CLASSIFICATION 

Characteristics: (1) Human wants , in general , are 
unlimited. 

(2) Each human want is limited. For example, in hot 
weather a glass of lemon squash is vfery welcome. A 
second glass will, however, give less satisfaction than the 
first and a third one still less. As we have more and 
more of a good our want for it declines. 

(3) Wants are Complementary: Our want for one 
thing often leads to other wants. For example, our want 
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for tea leads $s to want such things as milk, sugar* cups 
and saucers and so on. 

(4) Wants are Competitive : Our wants are unlimited 
but the resources are scarce. So we have to choose between 
different wants. It is as if each want is competing with 
the other. 

Classification: Wants are, usually, classified as 

follows : 

(2) Necessaries : These are goods which are essential 
for our existence. Necessaries are divided into three 
classes : {a) Necessaries for life —These are goods essen¬ 
tial for bare subsistence. For example, the minimum of 
food* shelter and clothing, (b) Necessaries for Efficiency 
—These include goods which keep a person fit and 
enables him to work hard and efficiently. For efficient work 
a man needs not only the minimum of food, etc., but 
also decent and nutritious food, decent housing and other 
things, (c) Conventional Necessaries —These consist of 
those goods which have become necessaries through force 
of habit. For example, tobacco, tea, etc. 

(2) Comforts and Luxuries : Satisfaction of the primary 
wants does not leave a man contented. He craves for 
things which make life comfortable. Good clothes, 
amusements, etc., are goods which are included in the 
second category of wants—comforts. Luxuries consist 
of those goods which satisfy superfluous wants. These 
do not increase efficiency. For example, expensive clothes, 
costly cars and jewellery, etc. 

These Three Terms are Relative : Whether a good 
is necessary or not depends on certain circumstances. 
In a cold climate meat is a necessary commodity even 
for a poor man. In warmer climate, it will be regarded 
as a luxury by a poor man. Further, to a busy doctor 
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with a large practice % motor*cat, is a necessary good 
while to a student it is a luxury. 

Additional Notes on Consumption 

Basis of Consumption : The Theory of Rational Choice : 

We have already seen that the problem of choice 
arises dbe -to scarcity. Because our income is limited 
we cannot consume all that we want. So we have to 
choose between the different wants, the most urgent 
being satisfied first. What is the basis of this choice ? 
It assumed that consumers behave rationally. They 
spend their incomes in such a way as to get the maxi- 
mum satisfaction. In other words, they will choose 
those goods from which they expect to get the greatest 
amount of satisfaction. This is the assumption of ration* 
al choice. This is a fundamental assumption in that 
particular economic theory which seeks to explain how 
a free-enterprise economy works. 

Free Consumer’s Choice and its Limitations : 

Freedom of choice is said to be a characteristic of a 
free economy. Consumers choose freely what they will 
consume and this free choice determines what is to be 
produced. This is true up to a certain extent. Producers 
can, and often do, influence consumers’ choices. Take 
advertising and the modern sales methods for example. 
These are nothing but pressures on the consumers’ minds 
which make them buy things which they would not 
have bought otherwise. We have also‘to take account 
of the ignorance of the consumers. Most of them cannot 
judge the qualities of competing goods. They go by 
advertisements. Even in a free economy, therefore, 
freedom of choice is limited. 
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Production 

Production in ordinary language generally refers to 
the creation of some material object. But man can 
neither create nor destroy matter. He can only change 
the form or. size of matter. In other words, he can make 
matter more useful or valuable and production consists 
in precisely this activity. Production can, therefore, be 
defined as the creation of utilities. Consider a table for 
example. In manufacturing the table what the carpenter 
did was to change the form of the wood, thereby creat¬ 
ing more utility. The piece of wood in its original form 
had little utility for the consumer. It became valuable 
and came to possess utility when it was transformed 
into a table by the carpenter. 

Four Forms of Utility : 

(1) Form Utility ; When the manufacture of, say, 
a table, creates the form in which the wood becomes 
more useful, form utility is created. 

(2) Time Utility : A commodity may be abundant in 
one season and scarce in another. If storage facilities 
are provided to preserve the thing for other seasons, 
more utility is created. This is time utility. 

(3) Place Utility : When a commodity is transported 
to a place where it is more useful, place utility is 
created. 

(4) Ownership Utility : When a thing is sold, a change 
in ownership is brought about. The good is handed over 
to a person to whom it is useful. Thus is created owner¬ 
ship utility. 

Productive and Unproductive Labour : 

Some of the earlier economists regarded certain forms 
of labour as more productive than others. Adam Smith 
and Karl Marx held that only those activities which led 
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to the “creation" of meterial goods were really productive 
labour. They excluded, therefore,' the activities of doc¬ 
tors, lawyers, musicians and others who did not produce 
any meterial object from the category of productive 
labour. This view is now found to be inconsistent. The 
performance of Ravi Shanker, the famous musician, is 
unproductive according to this view. But the manufac¬ 
turer ofc tjie Sitar on which he plays is productive 
labour. If the manufacturer is productive so is the user 
of the instrument. To modern economists any labour 
which helps to satisfy human wants is productive. ‘ Un¬ 
productive labour would refer to those cases where a 
man could not complete production or produce a thing 
which nobody demanded. 

Production and Welfare 

It is to be clearly understood that when we say that a 
certain kind of work is productive, we do not mean that 
it is desirable cither from the point of view of ethics or 
from that of welfare. Selling drugs to drug-addicts is 
productive work but it does not increase welfare nor is 
it ethical. 
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NATIONAL INCOME 


I. . NATURE OF NATIONAL INCOME 

The real income which the people of a community earn 
during a given period consists of the commodities produced 
in that period. Income and the output produced are there¬ 
fore‘identical. National income is the name economists 
give to the money value of the flow of goods and services 
produced in a community. 

National income reflects or describes the economic 
activity of a community. Before an economist can make 
statements about the condition of the economy, he must 
have before him a suitable description or picture of the 
various activities in the economic sphere, i.e., of the 
production of goods in the agricultural or the manufacturing 
industries sector, in capital or consumers’ goods industries, 
and in the production of services. We may therefore call 
this description Social accounting. National income or 
social accounting is thus the yardstick of an economy’s 
performance. India’s national income, for example, will 
reflect the performance of the Indian economy—the results 
of planning in the different sectors of the economy. 

II. GROSS NATIONAL PRODUCT ( G. N. P. ) 

One of the ways in which economic activity of a commu¬ 
nity during a given period can be described is to prepare 
an estimation of the value of total production of goods and 
services. This statistical estimation is the Gross National 
Product. It includes goods produced for consumption on 



“NATIONAL INCOME 17 

the one hand and additions to capital or investment on the 
other. G. N. P. as it is called consists of the following 
elements:— 

a. Output of Firms. The bulk of gross national product 
is produced by firms. Gross product of firms is obtained by 
adding the sales of all firms. To these sales must be added 
goods produced during the year but not sold, and goods sold 
during tte year but produced in the previous year must be 
deducted. 

b. Output of Households. Some goods are pro¬ 
duced by individuals for their own consumption. In the 
rural sector farmers consume a part of their own produce, 
some build their own houses* and housewives cook, wash and 
sew. Agricultural produce consumed by farmers and 
houses built by owners are included in the G. N. P. but the 
household chores of housewives are not included for want 
of a practicable method of estimating the value of their 
work. 

c. Output of Government. Governments make 
important contributions to the G. N, P. They provide 
various services—administrative, judicial etc.,—and produce 
goods. Some of the services produced by governments are 
not for sale and therefore they are counted at cost, i.e., 
what the governments spend on those services are taken into 
account. Here again deductions must be made of purchases 
from other government departments and firms. Suppose 
that the Railway department earns Rs. 4 crores a year out 
of which it pays Rs. 1 crore to business firms and other gov¬ 
ernment departments like the Post and Telegraphs a sum of 
Rs. 1 crore for the goods and services boug'it from them. 
The Railways, therefore, will contribute Rs. 3 crores to the 
gross national product. 
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III. NET NATIONAL PRODUCT 

Gross national product is produced with the help of all 
kinds of machines and tools. Some of these capital equipments 
are used up in current production. During the process of 
production these capital equipments may lose value through 
"obsolescence” and wear and tear". The value of capital 
equipment which is consumed in this way is usually called 
Depreciation. Business firms and government departments 
engaged in production set aside a portion of their total 
income in order to replenish their capital equipment as they 
wear out. This amount, the depreciation charges, must be 
deducted from gross national product. The remaining 
amount is the net national product. 

These definitions can be written as follows :— 

G. N. P.= Consumption+investment+depreciation. 

N. N. P. =G. N. P.—Depreciation = national income- 
consumption+ net investment. 

( We ignore transactions with foreigners. ) 

IV. METHODS OF CALCULATION 

The N.N.P. can be measured in either of these two ways 
as goods-flow or as earnings-flow. 

a. The goods-flow approach : Each year the people of a 
country consume a variety of goods and services and 
spend a part of their income on them. In order to arrive at 
the N. N. P. we may add up all the money spent on these 
goods and services. In other words we arrive at the gross, 
national product and the net national product by adding up 
the market values of all goods and services produced during 
the year. 

b. The earnings-flow approach. An alternative method 
is to measure the yearly earnings of the four factors of 
production. These incomes—wages, rent, interest and pre- 
fit—are factor payments or costs of producing the national 
output. Since the value of output is distributed among 
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these four factors, total factor cost must equal the value of 
output. The value of net national product at factor cost is 
called national income. 

V. INTERMEDIATE GOODS 

We should be careful to ignore intermediate goods— 
&oods which are used in the production of final goods—in 
our estimation of the net national product. To count these 
goods which go to make up the final commodities would be 
double counting. The carpenter’s hammer with which he 
produces final products like tables is an example of an 
intermediate good. 

VI. GOVERNMENT EXPENDITURE ON GOODS & SERVICES 

The estimation of net national product must take into 
account all government expenditure on goods and services. 
Thus N.N.P. can be written as C + I+G. C stands for 
consumption goods, I for net investment and G for gov¬ 
ernments’ contribution to N.N.P. 

VII. TRANSFER PAYMENTS ' 

There are some expenditures incurred by the Government 
which are known as transfer payments. Interest on public 
loans, old age pensions, etc. are instances of such payments. 
These are to be excluded from N.N.P. The reason why 
these payments are excluded is that they arc not payments 
for current goods and services. 

VIII. TAXES 

If we apply the goods-fiow approach taxes can be ignored. 
But when the earnings approach is taken into consideration 
we must take account of all taxes. Persons with income above 
a certain limit have to pay income tax to the government. 
Thus a certain part of the N.N.P. is not received by the 
people at all. This is true only if we take people’s income 
after taxes are paid in the earnings-approach. 
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CAPITAL 


I. MEANING OF CAPITAL 

The term capital is given to the aggregate of those 
material goods which are man-made and used in further 
production rather than for the immediate satisfaction of 
human wants. Three things are to be remembered in 
connection with the definition of capital. First, capital refers 
to the stock of wealth existing at a given time. Capital is 
treated as a factor of production. It includes factories, 
business offices, harbours, machines and tools of all descrip¬ 
tion, raw materials and the subsistence given to labour dur¬ 
ing production. Secondly, capital is man-made ; it is a “pro¬ 
duced means of production”. This characteristic distin¬ 
guishes it from free gifts of nature like land which also aid 
man in production. Thirdly, capital goods should be regarded 
as wealth set aside for the production of further wealth. 
Capital goods should, therefore, be distinguished from con¬ 
sumer goods. 

Capital or producers’ goods are not wanted for their 
own sake but as aids to production. They are used for 
further production. Consumers’ goods are the end of 
production. They are consumed directly by the people. 
The distinction between these two categories of goods, how¬ 
ever, is not based on any physical or inherent characteristic 
of the goods, rather it is based on the use to which we put 
them. Thus the same good can be a capital good and a 
consumer good under different circumstances. For example* 
coal which bums in the kitchen of a private home is a 
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consumer's good whereas coal burning in the blast furnace 
of a steel plant is a capital good. The main thing which 
distinguishes the two is whether or not one expects to earn 
an income from the use of the good. A cake of soap 
on the counter of a shop is a capital good to the shop¬ 
keeper. But it is a consumer's good when a person buys 
it for hif own personal use. 

II. MONEY AND CAPITAL 

To the economist capital is a store of goods used in pro¬ 
duction but in common speech and in the business world 
money is regarded as capital. An expansion in money supply 
does not automatically increase the stock of capital of a 
country but it does involve an increase of capital of an indi¬ 
vidual. Money gives command over goods and aids capital 
accumulation when invested. In that sense businessmen may 
regard money as capital. Saved money when lent as credit 
to business and industry becomes the foundation on which 
the economy is built up. It is as a result of credit that 
raw materials and capital equipment are obtained by indus¬ 
trial firms. But although one often uses the term “money 
capital”, strictly speaking money is not capital in economics. 

III. CLASSIFICATION OF CAPITAL 

a. Social and Private Capital. Goods from which 
the society as a whole expects to derive an income is social 
capital while goods from which individuals hope to obtain 
income is private capital. In India the railways belong to 
the people and so the railways constitute social capital. 

b. Fixed capital and Circulating capital. Durable 
goods which can be used repeatedly in production are fixed 
capital. Machine tools, buildings, etc., are examples of this 
kind of capital. There are other capital goods which can 
be used but once in production. These are circulating 
capital. Raw materials belong to this category of capital. 
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Raw jute, for example, is turned out as a finished comma" 
dity after it has been used a single time. 

c. Producers' Capital and Consumers’ Capital. A 
distinction is sometimes made between capital goods like 
factories, machines, tools and raw materials on the one hand, 
and consumption goods which aid in production. The former 
constitute producer’s capital and the latter consumer’s 
capital. Food, clothes, etc., which are given to labour in 
production are instances of consumers’ capital. 

d. Sunk and Floating Capital. Some instruments 
of production are extremely specialised and can be used for 
one or limited purposes. Blast furnaces used in steel plants 
cannot be adapted to any other use. Floating capital can 
be used in more than one industry and for more pur¬ 
poses than one. Coal, railways, etc., belong to this category 
of capital goods. 

IV. THE IMPORTANCE AND FUNCTIONS OF CAPITAL 

a. Productivity of Capital. Production can be 
increased with the help of capital. Machines and tools 
permit men to do things which would be impossible with 
unaided hands. 

Time Structure of Production. Capital increases 
production by making it more “round about” or more “capi¬ 
talistic". With capital the time interval between the taking 
of the decision to produce and the final marketing of pro¬ 
ducts becomes longer. The more capital is used the longer 
this interval will become. Before the finished consumer 
goods are produced a period of time has to be devoted, to 
the preparation of capital goods. But this adds vastly to 
output of goods. 

b. Circulating capital aids production in a somewhat 
different way. It supplies raw materials to industries. It 
also provides the necessary subsistence to labourers while 
they are engaged in production. 
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V. GROWTH OF CAPITAL 

Capital, as we have seen, is man-made. It has to be 
produced because, unlike land, it is not a gift of nature. Its 
production aAd accumulation, therefore, depend on certain 
factors. 

a. The Importance of Saving. Savings are neces¬ 
sary for the production of capital. The part of income 
which is not spent on the satisfaction of present wants is 
saved. It is only by foregoing present consumption that a 
society can divert its resources to the production of capital 
goods. If all income is consumed there will be no surplus 
available to spend on capital goods. Producers of capital 
equipment must go on spending on expensive machinery, 
skilled personnel, workers and raw materials before outputs 
are sold and revenue has been received. The workers who 
make the machines and help in production and the raw- 
material suppliers cannot wait until the final product is sold 
and enough revenue is brought in to pay them. They have 
to be paid regularly throughout the procesS of production 
and before the products are actually marketed. This 
finance can only be available if there are enough savings. 

b. The Capacity to Save. Saving has been defined 
earlier in the chapter as that part of income which is not 
spent on present consumption. It thus presupposes an 
income high enough to meet the necessities of life and to 
give a surplus. This is true also of the nation. The under¬ 
developed countries like India possess low volumes of saving 
because the level of incomes in these countries is very low. 

* i 

c. The Will to Save. Usually there are certain 
motives behind saving. A cautious man saves a part of his 
income to put by something for the rainy day or to tide 
•over unforeseen difficulties in the future. Family affection, 
the desire to provide for his wife, children or other depen- 
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dants, also constitutes a strong motive for a person who- 
often stints and starves to. save. Ambitious men are led to 
save to acquire riches, prestige and power. 

d. Profitable Investment Opportunities. The exis¬ 
tence of institutions like banks, insurance companies, well- 
organised share-makets, etc. induce people to save more. 

e. The Importance of Markets. There must be a 
good market for capital equipment otherwise saving alone 
will not lead to increased production of capital goods. The 
ultimate aim, we know, is to produce consumption goods ; 
only if these goods have a good market capital goods pro¬ 
duction will be profitable. The market for consumption 
goods depends on peoples’ expenditure on consumption 
goods. When manufacturers are pressed with large orders, 
more than they can fill, they are encouraged to enlarge their 
plant and to buy more machines and tools. This in turn 
increases the production of capital goodsi 

f. Security of Life and Property. Absence of law 
and'order or good Government in the country are hindrances 
that retard capital formation. If people are afraid of losing 
their savings they will rather consume than save. 

g. The Rate of Interest. Saving means foregoing 
present consumption and therefore implies a sacrifice of 
present enjoyment. A reward in the form of interest acts 
as an inducement to potential savers to save more. It has 
been argued that a higher rate of interest will bring forth 
more savings. This, however, does not apply to people 
belonging to higher income brackets for they are not 
affected much by variations in the rate of interest; they 
save more or less automatically. 



FORMS OF BUSINESS 

CHAPTER 5 

ENTERPRISE 

I. INDIVIDUAL PROPRIETORSHIP. It is the oldest form 
of business organisation. This type of firm is owned and 
controlled by one person. He provides the capital and 
shoulders the entire responsibility. The liability is unlimited 
which means that the owner’s personal property ( and not 
only his capital stock ) is liable to be utilised for the 
repayment of his debts. 

Advantages. (1) Prudent and efficient management 
is expected since the owner takes personal interest in the 
business. (2) This type of firm is easy to organise. 
(3) There is no delay in taking decisions and in imple¬ 
menting them since there is only one man taking the entire 
responsibility. 

Disadvantages. (1) The firm's resourres are neces¬ 
sarily limited. 

(2) Unlimited liability makes the business more risky. 

II. PARTNERSHIP. When a firm is owned and control¬ 
led by two or more members jointly, it is known as partner¬ 
ship. There are two types of partners, (a) General 
Partners are those who participate in the management of 
the enterprise, (b) Sleeping or silent partners share in 
profits and losses, not in management. As m individual pro¬ 
prietorship business there is unlimited liability in partnership 
enterpries also. In most cases they are not legal entities, 
i.e., the firm has no separate existence from the individual 
partners. Each partner is legally responsible for the deci- 
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sions or acts of the others. In some countries like France, 
however, partnerships are recognised as legal entities. 

Advantages. (1) The resources are larger than in 
the individual proprietorships since the resources of several 
individuals are pooled. (2) Greater efficiency can be secured 
■by division of work and responsibility among the partners. 

Disadvantages. (1) The risk involved is considerable. 
One partner may suffer losses due to unwise arid dishonest 
practices of others. (2) Disagreement or quarrels among 
partners may cause disruption 

III. THE JOINT STOCK COMPANY OR CORPORATIONS 

Definition and Organisation. The joint stock company 
or corporation as it is called in America is an association 
of persons known as shareholders. Their aim is to 
promote and carry on a business enterprise for which they 
undertake to supply capital. The share or stock-holders 
are the owners of the enterprise. A joint stock company 
comes into existence when a group of persons—the 
incorporators—obtain from the Government a charter of 
incorporation This charter authorises the company to issue 
capital stock up to a certain specified amount and recognise 
its existence as a legal person independent of the persons 
forming it. A Board of Directors is elected to formulate 
policies and guide their implementation. 

ESSENTIAL FEATURES. (1) Specific Purpose. The company 
must be formed for some specified purpose. 

(2) Derived Powers. The charter grants certain 
specified powers to the corporation. It cannot assume 
more than these. 

(3) Anonymous Existence. A joint stock company 
is anonymous in the sense that it is an association of capitals 
rather than of individuals. This is why a corporation in 
France is known as the ‘ f Socie le^ Anonyme” or for 
short S. A. 
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4. Legal Entity. As already pointed out, unlike the 

■ 

first two forms the corporation is a legal entity. It can sue 
and be sued in a law court. 

5. Permanence and Continuity. Unlike the partnership 
business it is not dissolved at the death or retirement 
of a shareholder. Unless dissolved by the shareholders 
themselves it continues in business indefinitely. 

6. Limited Liability. Each shareholder is liable to 
the extent of the values of his shares. His personal property 
cannot be attached by the creditors of the company in case 
of bankruptcy. I his is another point of difference between 
the corporation and the other two forms. 

CAPITAL OF THE COMPANY : 

Types of Share. The capital of the joint stock company 
may consist of the following items :— 

1. Ordinary Shares. The holders of these shares 
receive a share of the profits only after the various charges, 
are paid off. There is thus no fixed rate of dividend. 

2. Preferential Shares. The rate of dividend on the 
preferential shares are fixed at the time of issue. The 
holders of these shares have to be paid first before any profit 
can be distributed to ordinary shareholders. 

3. CUMULATIVE PREFERENTIAL SHARES. If in any 
year there is no profit no shareholder gets any dividend. 
But if in the subsequent years it earns profits the cumulative 
preferential shareholders arc paid all arrears in dividend 
before the ordinary shareholders get their dues. Again, 
if the company is liquidated these preference shareholders 
are paid in full out of the realised assets before the ordi¬ 
nary shareholders are paid. 

4. Bonds or Debentures. These are loans to the 
company and not shares. They bear a fixed rate of interest. 
The bond-holders are in a comparatively safe position since 
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they have to be paid in full before others are paid in case 
of liquidation. They have no say in the management of the 
industry. They are the creditors of the corporation. 

TYPES OF COMPANY. 

a. Private Limited Companies. They usually have from 
two to fifty members. The shares of such a company 
cannot be offered to the general public and \ shareholder 
is not allowed to transfer his shares without the permission 
of the other shareholders. 

b. Public Limited Company. It must have at least 
seven members. Its shares can be bought and sold in the 
Stock Exchange. A copy of its balance sheet must be sub- 
mi ted every year to the Registrar of Joint Stock Companies. 
ADVANTAGES. 

1. Large-Scale Production. This has been possible be¬ 
cause of the large resources of the joint stock companies. 
Consumers have benefitted from lower cost of production 
which large-scale production makes possible. 

2. Saving Is encouraged and Supply of Capital Is 
increased. People with small savings can invest profitably 
in joint stock enterprises by buying shares of small value. 
This encourages savings and consequently capital formation. 

3. Risk is separated from investment. Those in¬ 
vestors who prefer safe investments with no risk attached 
can buy bonds. Others—the more adventurous ones—can 
buy shares. The shares, again, arc graded according to risks 
involved. The cumulative preferential shares and the 
preferential shares involve less risks than the ordinary 
ones. 

4. Transferability of Shares. It is another attraction 
to investors. Shares can be bought and sold like any other 
■commodity. Whenever a share bolder is in urgent need 
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•of money he can sell his shares. Transferability also gives 

an opportunity to able men to assume control of enter¬ 
prises. 

5. Limited Liability. This is perhaps the greatest 
advantage of the joint-stock form of business. The investors 
can invest without any fear of ruining themselves if the 
company goes into liquidation. 

" • 

disadvantages. 

1. While transferability of shares is advantageous 
in many respects it may lead to certain evils also. The 
possibility of unscrupulous persons taking over the control 
•of business is by no means small. 

2. Most of the shareholders rarely take any active 

interest in the affairs of the corporation. Responsibilities 
of ownership are not recognised. This is specially so when 
a person is a shareholder of many corporations with the 
result that he has little interest in any of them. This 
passive attitude enables a small group to maintain their 
power. • 

3. Extreme concentration of control in the hands of 
the few powerful shareholders is the obvious result of such 
passivity on the part of the others. Due to this concen¬ 
tration of control economic power also tends to concentrate 
in few hands. 

4. It is often pointed out by some that since the 
corporation is managed not by actual owners but by mana¬ 
gers efficiency of the firm declines. This charge against 
the joint stock companies is rather doubfful. Any one 
acquainted with the working of such companies will agree 
that it is difficult to surpass the efficient management of 
corporations. 
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IV. CO-OPERATIVE ENTERPRISES 

* 

Co-operatives are associations of consumers or pro¬ 
ducers who carry on jointly business or industrial enterprise 
and distribute the profits among themselves. The capitalist 
is thus eliminated from the picture. 

1. Consumers' Co-operatives. When consumers 
form an association for the purpose of supplying consump¬ 
tion goods to the members it is called a consumers 1 co-ope¬ 
rative society. The consumers supply the ownership funds 
and manage the affairs of the society. It is a non-profit 
organisation in the sense that the shareholders receive no 
more than a stipulated amount of interest on their shares. 

2. Producers' Co-operative. It is formed by workers 
for the production of goods. Capital is supplied by workers 
and the profits are distributed among them. 

The consumers’ co-operative movement is very strong 
in England and Scandinavian countries like Sweden. The 
producers’ co-operatives, however, have not been so- 
successful except in the agricultural field in the U.S.A. 

V. PUBLIC ENTERPRISES 

The number of state-owned business enterprises is 
steadily increasing. These may be managed by public 
Corporations, consisting of experts and representatives of 
the Government and the consumers, e.g., the Damodar 
Valley Corporation. These may also be managed by a 
department of the Govermcnt, c. g.. Post Office. Lastly, 
state-controlled Boards may be set up to run public 
enterprises, e.g., the Railway Board. 



ORGANISATION OF 
PRODUCTION 


CHAPTER 6 


DIVISION OF LABOUR 

Meaning. Modern production is based on division of 
labour specialisation. In the primitive society the cave- 
dwellers produced very few things. Each man tried to 
( produce every thing which he wanted. Progress to higher 
forms of civilisation was accompanied by greater production. 
One of the reasons why modern communities are able 
to produce so ijiuch is division of labour or specialisation. 
Today nobody tries to be self-sufficient. Each person 
now limits his economic activity to one Craft or trade or 
occupation. This system in which each person produces 
only one good and relies on others to produce the various 
other goods which he requires is called Division of Labour 
or alternatively specialisation. 

Division of labour w r as a pre-requisite and a cause of 
economic development. It facilitated the industrial revolu¬ 
tion. 

Division of Labour and Co-operation or Interdependence. 

Specialisation means that a person restricts his activities 
to one occupation. He can do so because he is sure of 
getting his other requirements from other persons. Thus 
specialisation involves interdependence and co-operation. 
Since the Industrial Revolution people have become increas¬ 
ingly dependent on each other. Specially in the advanced 
countries of the world specialisation has gone a very long 
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way. Even the farmer in these countries specialises in the 
production of one or a limited number of products and 
therefore has to buy many food articles from others. Man* 
today, depends on others not only for the production of 
goods he consumes. He depends on others also for the 
purchasing power with which he buys his requirements. 
The employer and the workers in an industrial concern are 
dependent on the buyers for their incomes. I£ the buyers 
refuse to buy their product, they will be deprived of their 
incomes and consequently of the goods which they require. 

Division of Labour is Limited by the Extent of the Market. 

The extent of specialisation depends on the extent of 
the market. It is worthwhile to specialise lonly if the 
market is large. The extent of the market depends on two 
factors: (1) density of population and (2) transport 
facilities. In a remote and isolated region where popula¬ 
tion is small and scattered and transportation is difficult, 
specialisation will be extremely limited. 

Division of Labour and Transportation 

Improvement in the means of communication and 
transport will increase the degree of specialisation. The 
specialist inust cater for a large population otherwise 
specialisation will not be a paying concern. Specialisation 
in a region increases, therefore, as it is linked-up with 
other parts of the world by efficient transport facilities. 

Forms of Division of Labour. 

1. SIMPLE DIVISION OF LABOUR 

When each person specialises in a given occupation or 
product and performs all the processes required for produc¬ 
ing it, the division of labour involved here is said to be 
simple. For instance, a cobbler, a carpenter or a farmer. 

2. COMPLEX DIVISION OF LABOUR 

When one process of production is split up into many 
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simple operations, division of labour is said to be complex. 
In a modem shoe factory, for example, the process of 
production is divided into many operation and different 
persons are made responsible for these operations. Thus, 
whereas under the simple form only one man produced a 
pair of shoes, under the complex form about eighty workers 
are engaged in producing it. 

3. TERRITORIAL DIVISION OF LABOUR 

Like individuals, nations also specialise. For instance 
India specialises in jute goods and tea, England in clothing, 
the United States in automobiles and so on. This is 
Territorial Division of Labour. It is due mainly to the 
differences in the natural advantages of production. India 
specialises in jute goods because she enjoys the natural 
advantages for the production of jute goods—natural re¬ 
sources etc. 

ADVANTAGES OF DIVISION OF LABOUR 

The enormous increase in production over the last two 
hundred years has been mainly due to Specialisation or 
division of labour. Specialisation, of course, was not the only 
factor responsible for it. Capital formation and inventions 
were among the other influences at work. But as Cairn- 
cross has shown these factors could lead to greater produc¬ 
tion and efficiency because of division of labour. "The 
steam-engine, for example, could never have led 4 to the 
railways had there been no division of labour between 
engine-drivers, engine-makers, guards, porters, signalmen, 
etc." Again it would not have been possible to raise the 
nacessary capital for the railways had there .been no persons 
specialised in finance like bankers, promoters, etc. Cairn- 
cross concludes : “Specialisation was a pre-requisite of 
improvement. It was more : it was also a cause." The 
contribution made by division of labour was first studied 
systematically by Adam Smith. 
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1. Division of Labour Adapts Work to Skill. Adam 
Smith pointed out that persons differ in their possession 
of natural gifts. Therefore, if a person concentrates on the 
job he can do best he will increase his skill. If the pro- 
fessor tried to cook and his cook to lecture on his master's 
subject, none of them will shine. Under division of labour 
each person’s special gift will get the greatest possible scope 
for development. It allows both the professor antfhis cook 
to concentrate on their respective jobs and thereby to 
increase their efficiency. 

2. Division of Labour develops skill in the worker. 
It not only increases the skill of a talented person : it 
allows a worker without any special gift to acquire skill. 
Under division of labour a person, through constant 
practice, may become a skilled worker. When one starts 
learning typing he is slow and inefficient. But constant 
practice turns him into an expert. 

3. Under Division of Labour a man becomes familiar 
with his job. When a worker is doing the same job day 
after day, he becomes acquainted with all the problems 
and difficulties of the job. A taxi-driver, for example, is 
a specialist in his work and knows the difficulties. He can 
therefore deal with breakdowns thus saving time and 
money. 

4. It saves time. When a person is entrusted with 
the production of many goods or has to perform many tasks 
certain amount of wastage of time is involved. After 
finishing one job a man usually wastes some time before 
taking up another. It takes some time before one can 
fully concentrate on a new job. Under division of labour, 
however, such wastage of time is minimised. 

5. Division of Labour makes for Increased Use of 
Machinery : We have seen that under division of labour 
a process of production is split up into a number of simple 
operations. The process of production of a pair of 
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■ shoes is divided in modern factories into about ninety 
operations. Some of these operations become so simple 
and automatic that the work can easily be done by 
machines. Thus division of labour increases the use of 
machinery by making the operations simple and automatic. 

6. Barriers between industries breakdown and mobility 
of workers increased. Under division of labour a process 
of production is divided into many operations. Many of 
these operations are more or less similar in different indus¬ 
tries. Workers trained in one operation can therefore move 
from one to another of a similar character. This increases 
the mobility of labour. 

DISADVANTAGES. 

1. Extreme Specialisation narrows a man’s character 
and outlook. Lack of variety in work kills all initiative and 
interest. This results in the loss of efficiency of the 
workers. It leads to monotony in work. It becomes rather 
boring if a man has to do the same thing day after day. On 
the other hand, a little variety in work makes a lot of 
difference. It keeps up the worker’s interest in his work 
and consequently his efficiency. 

2. Extreme specialisation may lead to unemployment. 
This is specially true in the case of territorial division of 
labour. If the demand for a certain good falls, the section 
of the population which depends entirely on its production 
will face a serious unemployment problem. This danger 
arises from the fact that production is undertaken in anti¬ 
cipation of demand which may not be justified in the 
future. 

3. Specialisation involves a constant danger of Sec¬ 
tionalism. The society is divided into many groups or 
sections of specialists. One result of this may be the rise 
of unhealthy rivalry between these groups. Disharmony or 
disunity will then threaten the foundation of society. 
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4., Division of labour is indirectly responsible for 
unhealthy and congested living conditions in modem towns. 
Specialisation leads to the increased use of machinery and 
large-scale production and, therefore, to the factory system. 
Living conditions of the workers who are headed into 
towns where factories are situated threaten their health and 
efficiency. 

« 

The advantages of large-scale production. 

Large-scale production is closely related to division of 
labour or specialisation and the use of machinery. Special¬ 
isation depends on the extent of the market. A person 
in an isolated and thinly populated region cannot specialise 
because the demand for the specialists product is bound to 
be extremely limited. It will not pay him to specialise and 
to use modern and expensive machines. Large-scale pro¬ 
duction, in such circumstances, will be impossible. If we 
want to get the advantages of specialisation and of modern 
machinery, we must produce on a large scale. As a firm 
or an industry as a whole increases in size and produces 
more it becomes possible to get certain advantages or 
economies. 

EXTERNAL AND INTERNAL ECONOMIES 

These advantages or economies are divided into two 
categories—external economies and internal economies of 
large-scale production. We shall now proceed to discuss 
these advantages. 

1. External Economies. When production increases 
in any industry or group of industries the different firms 
composing the industry or the different industries belonging 
to the group get certain economies. These are external 
economics. The different types of external economies are 
enumerated below :— 

a. Economies of Concentration. These are the same 
as the advantages of localisation of industries. Where an 
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industry grows up in a particular region it gets all the bene¬ 
fits of localisation—availability of the right type of skilled 

■ 

labour, capital, the required materials from subsidiary indus¬ 
tries etc. ( see the previous section ). All the firms share 
these advantages. 

. b. Economies of Information. Industries producing 
on a large-scale are in a position to publish trade and tech¬ 
nical journals from which all the firms can get up-to-date 
information about market conditions, improvement in the 
method of production etc. It becomes possible also to 
provide for research. The fruits of research can be shared 
by all. These are economies of information. 

c. Economies of Disintegration. As an industry 
expands it becomes worth while to split the process of pro¬ 
duction and i to carry on the processes thus divided by 
specialists. This increases efficiency all round. 

2. Internal Economies. When an Individual Firm 

increases its output it gets certain benefits. These econo¬ 
mies obtained by the individual firm as a result of expansion 
of its output are called Internal Economies. The follow¬ 
ing are the different kinds of internal economies :— 

a. Technical Economies, (i) A large firm may be 
able to use large units of capital including modem machin¬ 
ery. The modern large machines can be used only when 
production is on a large scale, (ii) By-products can be 
utilised only by a large firm, (iii) Greater efficiency of 
labour will be secured by greater specialisation which 
becomes possible when a firm increases in size and employs 
a large number of labourers. 

» 

b. Managerial Economies. Administration becomes 
more scientific and efficient when the work is divided 
between different departments. Highly trained executives 
and experts can then be put in charge of these departments. 
A small firm cannot afford to carry out these improvements 
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in organisation. Only a large firm can employ expert 
buyers, salesmen, accountants etc. all of whom increase its 
efficiency. 

c. Financial and Marketing Economies. It is easier 
for a large firm than t for a small one to raise sufficient 
amount of capital. Banks will readily lend to a well-known 
large firm not only because of its reputation and stability 
but also because it can furnish securities. Further, "a large 
firm enjoys advantages in buying and selling. Its buys in 
large quantities and therefore pay lower prices. Its adver¬ 
tisement expenditure is also lower than that of the small 
firm. The large-firm, again, gets some concession from the 
transport companies due to the large amount of goods which 
it sends to different places. 

d. Risk Bearing Economies. Modern production 
involves great risks. Demand for the product of a firm, for 
example, may fall. A large firm, however, is able to lessen 
these risks. A firm with large resources need not be depen¬ 
dent on one product. It may produce a number of goods. 
The loss due to the declining demand for one good may then 
be compensated by the gains from the others. 

LIMITS TO LARGE-SCALE PRODUCTION 

1. Organising capacity is limited. Whenever a firm 
or an industry is expanded the problems of management 
and supervision become more complex. The capacity of 
the average organiser being limited it is not possible to 
increase the scale of production. 

2. Advantages gained from division of labour and the 
technical advantages cannot continue indefinitely. 

3. Sufficient amount of Capital may not be available 
for expansion. 

4. Increase in Production depends of the extent of 
the market. If the quantity that can be profitably sold is 
small large-scale production is not feasible. 
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REASONS FOR THE EXISTENCE OF THE SMALL FIRMS 

Though there are so many advantages to be had from 
large-scale production small firms continue to exist. The 
reasons for their survival are : 

1. Where personal attention and supervision by the 
owner is necessary small firms are the rule. For example, 
in retail trade and to some extent in agriculture personal 
. supervision i'S necessary and therefore in these spheres small 
units abound. 

2. Industries which cater to individual tastes and 
which involve craftsmanship are bound to be small. .Though 
clothes are turned out on a large-scale, many of us prefer 
made-to-order clothing. Thus tailoring businesses which 
are small are far from being wiped out in spite of the 
competition of large factories. 

3. Where cheap electric power is available and small 
machines are invented and developed small industries have 
excellent opportunities to thrive. These remove to a great 
extent the technical inferiority of these industries. 

4. Where, as in India, the agricultural conditions are 
such that the farmers are in need of subsidiary occupations 
small industries will be established. 

5. Hereditary nature of many small industries also 
explain their continuing existence. For example many of 
the cottage industries in India are hereditary occupations 
and therefore they are carried on as a matter of course. 

6. The extent of the mirket may also be a deciding 
factor. If the market for the product of an industry is 
merely local or limited small units will be the rule. 



CHAPTER 7 LAND 


I. MEANING 

In economics land means more than the total area of 
earth’s surface. Apart from this area, climatic conditions, 
mineral wealth, forests, water-power etc. are the important 
elements included in the broad concept of land. The 
famous classical economist David Ricardo (1772-1823) 
considered land as a distinct factor of production. The 
main reason for this was that land was, according to him 
and his followers, a gift of nature and limited in supply. 
The other factors, for instance, capital is man-made and 
its supply carube increased or decreased. Some say, how¬ 
ever, that land as we find it now is not entirely a gift 
of nature. A piece of land is fertile not only because it 
is inherently so but because men have made it fertile by 
adding fertilisers or draining it efficently. Nevertheless 
it is possible, at least theoretically, to distinguish between 
what is inherent or natural to land and what is contributed 
by other factors like capital, organisation and labour. 

II. CHARACTERISTICS 

a. Fixity ol Supply. Land is limited in supply. No 
substantial increase or decrease in its supply can be done 
by man. It is true, of course, that some amount of land 
may be added by reclamation from the sea, or some land 
may be lost through soil erosion. But these do not 
significantly affect the total supply of land. It can safely 
be said to be fixed in supply. 
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b. Liid feu no edit of (ir^UlDtloB. This is another 
characteristic not present in other factors. Land, taken as 
a whole* has- no cost because it is a free gift of nature. It 
is to be noted that this is true only for the society. So 
the individual using a landlord's plot land has a cost 

c. Land is not uniform In quality. Some plots are 
very profitable and yield surpluses over cost of production. 
These are intra-marginal land. Some are capable of just 
covering the cost. These are known as the marginal land. 
There are yet others which are definitely not profitable 
since cost of production in these plots are greater than the 
prices of the products. These are submarginal land. 

III. the law of diminishing returns 

The fact that land is fixed in supply has given rise to 
an important law in economics Since land is fixed it is 
not possible to increase agricultural production indefinitely. 
The other factors can be used in increasing qualities to 
increase production but the total production will increase 
at a diminishing rate. The law of diminishing returns, as 
this tendency is called, states that other things remaining 
the same, successive applications of labour or capital to a 
fixed area of land will yield less than proportional- incre¬ 
ments of output. If the area of land is fixed and the other 
factors are increased the total production, after a certain 


point, will 

increase at a diminishing rate. 

This is illustrated 

in the following Table : 


Land 

Units of variable factors 



(labour or capital ) 

Total Production 

1 acre 

I 

10 maunds 

1 

2 

22 „ 

1 „ 

3 

32 .. 

1 

4 
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In the Table land is the fixed factor and labour or capital 
is the variable .factor* L.e.* can be increaesd or decreased 
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At first whan thsMrariabie factor is increasedoutput is 
more than doubled. But successive increases in labour/. or 
capital or both will result in diminishing returns. For 
instance, when the third unit of labour is employed total 
production is increased by 10 maunds and when the fourth 
one is employed it is increased by 8 maunds. 

The Assumptions In stating this law we hav# to assume 
that certain things do riot change. First, it is assumed that 
technical knowledge remains the same. If febift is not so 
and the method of productions becomes much more efficient 
production witl increase a great deal. Secondly, the quality 
of other factors used with land should also remain un¬ 
changed. Otherwise the law will not hold good. Thirdly 
it is assumed that land is being properly cultivited. If land 
is under-cultivated, i.e., if less capital or labour than what 
is required for proper cultivation is being used, further 
increases in these factors will not lead to diminishing 

i 

returns. 

IV. THE LAW Ofr D.R. AND MANUFACTURING INDUSTRIES 

The nineteenth-century formulators of the law applied 
it to land alone. In their formulation land alone was the 
constant factor because of the four factors only land was, 
according to them, fixed in supply Modern economists 
apply the law to other factors also. They have pointed 
out that in the short-run capital and other factors can be 
fixed in supply. Therefore the law may operate in other 
fields also. If, for instance, in the manufacturing industries 
capital becomes fixed in supply in the short-run and other 
factors are increased the law of diminishing returns will 
operate in this field. 

It should be remembered that diminishing returns are 
the result of the fixity of supply of one or more factors. In 
any line of production the factors of production have to be 
combined. There are certain combinations of factors which 
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yield the maximum output per unit of the factors used.' 
If now additional units of factors are used with a fixed 
amount one factor, total output will * increase less than 
proportionately to the amounts of variable factors used. 

V.. THE LAW AND MINES, BUILDING LAND ETC. 

In one sense the law of diminishing returns can be said' 
to operate in mines. As more capital and labour are 
employed to increase production average output may fall 
because one has to go deeper into the mine in order to. 
extract more minerals. Mines, however, are not like land. 
Once the mineral deposits are exhausted the mine is use¬ 
less whereas fertility of land is not exhausted completely. 
It can be increased by farmers. 

In river fisheries and ponds the law is similarly appli¬ 
cable. Since the supply of fish is not unlimited in these 
fisheries diminishing returns may set in, after a point, if, 
labour and capital arc increased. In the case of building 
land, as more and more labour and capital are employed, 
sites become crowded each addition of building may lower 
the value of the existing buildings. 



•chapter 8 UTILITY AND DEMAND 

I. UTILITY. 

We have already defined utility as the capacity of 
a good to satisfy a human want. It depends not on the 
intrinsic value of a good but on the consumer’s own 
estimate of satisfaction which he expects to derive 
from it. Utility is not any physical characteristic of goods 
it ,,is in the mind of the consumer. Two things are to be 
noted about utility : l i) The same commodity will have 
different utilities for defferent people. For example, 
tobacco has great utility to a smoker but none to non- 
. smokers, (ii) The utility of a commodity to the same 
person will be different at different times and in different 
circumstances.’ To a person going without food, its utility 
to him will be greater than that of a film show. When, 
however, he has just had his meal the utility of the film 
show will be greater than that of food. 

II. THE LAW OF DIMINISHING MARGINAL UTILITY 

This law seeks to explain the second point about utility. 
One of characteristics of human wants is that each want, 
unlike wants in general, is limited. As we start consuming 
a good our want for it gradually diminishes and a point 
will soon be reached when it will be completely satisfied. 
After we have consumed the first unit of the good each 
successive unit will yield less and less satisfaction. When 
once the want for a good is satiated, further units of it will 
give rise to disutility. An example will help to make it 
•clear. Suppose you are given one slab of chocolate. As you 
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consume this first writ your wantsfor it.is parti illy satisfied 
and you will not perhaps, refuse another one. But tke 
second unk will give jtou less satisfaction than the iirst 
besaase the intensity of your want is gradually -diminishing. 
Another unit, the .third, will complete your satisfaction. 
You may ^ry another one but it will increase your discomfort 
and its disutility. 

Is it possible to measure utility ? Though quantitative 
measurement of utility is practically impossible, economists 
have tried to measure it indirectly in terms of money. The 
satisfaction we get out of a commodity may be measured by 
the amount we are prepared to sacrifice for it. Nowadays 
we sacrifice money to pay the price of the good which we 
want. Thus the utility of a good can be expressed by the 
price or the amount of money we are prepared to pay. For 
successive units of a good we shall be prepared to pay less 
and less. This is because the successive units give us less 
and less utility. The following table shows this : 

For the first units of oranges we arc prepared to pay 25 nP. 

„ second i, i. I. «. >i 19 

„ third t» >. «t ii 12 „ 



The Law of Diminishing Utility 


The curve QQ' is 
downward sloping 
which shows that as 
the amount is increased 
utility diminishes. 


■ QUALIFICATIONS OF THE LAW 

1. The units of consumption must be of reasonable 
amounts. If a llUhgfjf man is given very small amount of 
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rice bis utility for the successive amounts of rice will not 
diminish. 

2. The law is valid only in the case of purchase . made 

during a given time. If some time elapses between pur¬ 
chases of different units the law will not hold good. The 
consumer's tastes or habits may undergo changes during 
this time. ° 

3. The marginal utility of some goods does not 
diminish with every addition to their existing stock. For 
example. ,the. collector of curios or stamps is never satisfied 
with his stock. 

4. It may also be pointed out that the miser’s desire 
for money cannot be satisfied. In economics, however, we 
deal with normal persons. Rare cases are exceptions. 

The Margin. If a person obtains an additional unit 
and increases his existing stock of, say, 10 units, thus 
11th unit which he has added is the Marginal Unit. Or, if 
he sells one unit from this stock of 10 units* the unit thus 
disposed of is the marginal unit. The last unit to be added 
or the first to leave a supply is. thus, the marginal unit.. 

Marginal Utility. The utility derived from the marginal 
unit is marginal utility. It is, in other words the utility of 
the last unit to be added or of the first unit to be disposed 
of. The marginal utility of a commodity will fall as we 
increase its consumption. This is because, as the law of 
diminishing utility demonstrates, each additional unit gives 
us less satisfaction than the former unit. Thus the utility 
of the marginal unit of a small supply will be much greater 
than that of a large supply. 

Marginal Utility and Price. The marginal utility of a 
commodity to the buyer will be equal to its price. Let us 
suppose that a person is trying to decide how many oranges 
to buy. Successive units of oranges will give him less and 
less satisfaction and therefore he will set less value on an 
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additional orange. Now if quality is the same, he cannot 
pay different prices for different units. The different 
units are of equal utility. There is only one price in 
the market for these units. The given market price 
is, say, 12 nP. The price we shall pay for each orange, 
therefore, will be equal to the price of the last unit or 
the marginal unit is balanced with or equal to its utility 
(marginal utility) since utility is measured by price. If 
marginal utility is greater than price it will be worthwhile 
to buy more oranges. Jf, on the other hand it is less than 
price no one will be willing to buy since the satisfaction 
received is less than what we pay for the commodity. If 
the marginal utility is, say, 18 nP. it will clearly be worth¬ 
while to buy more oranges. But if it is 6 nP. no one will 
want to buy because the market price is 12 nP. Thus the 
consumer will buy that amount which makes price equal 
to marginal utility. 

Total Utility : It is the sum of utilities of all the units 
of a commodity. Total utility, therefore, is the utility of 
the entire quantity of a commodity which we consume at 
any given time. As units are increased total utility in¬ 
creases but marginal utility decreases. 


DEMAND 

Definition : Demand is sometimes defined as desire for 
a commodity together with the capacity to pay for it. The 
generally accepted definition can be stated thus: the 
demand for anything is the quantity of it which can be 
bought at a given price at any instant of time. The follow¬ 
ing points should be remembered about tjtie meaning of 
demand : (i) Demand means demand at a price. We 

emphasise this particular point because demand changes 
when prices change. At a given price for coal, say, 
Rs. 2.25 nP, 5000 tons may be demanded. But if the price 
increases to Rs. 2.50 nP, the quantity demanded may 
M.C.P.—4 
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decrease to 4000 tons. Thus whenever we try to give an 
estimate of demand for a commodity the price at which. 
the amount of it is being demanded must be mentioned.* 
(ii) Demand is not the same thing as need or desire.. 
Unless desire for a goods is packed up by the ability to 
pay for it or the purchasing power it cannot be considered, 
as demand. This is because such desires without the means 
to pay do not affect the volume purchased, (fii)' Demand 
at a price must also refer to a given period of time—a week, 
a month or a year. This is because with the passage of time, 
tastes of consumers or their incomes, which are generally 
called * demand conditions”, may change. 

Demand Schedule : This definition of demand, i.e., the 
quantity bought at different prices can be shown in a 
table or demand schedule. This demand schedule, thus, 
gives us the full account of demand. It is a statement 
in a tabular form of the different amounts of a commodity 
which will be bought at different hypothetical prices. An 
illustration is given below. 


Demand for shoes 


Price (per pair) 
Rs. 20 
Rs. 15 
Rs. 10 
Rs. 5 


Amount demanded 
100 pairs 
500 
1000 
1500 


When such a table shows the demand for a goods of an 
individual it is known as the individual demand schedule. 
The market demand schedule , on the other hand, refers to the 
sum of all individual demand schedules. 

Demand Curves : The information given by a demand 
schedule can be expressed by a diagram also. The line on 
such a diagram showing the relationship between different 
prices and the various amounts bought is known as the 
demand curve. 
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The figures- shown in the schedule are plotted on this 
diagram. Prices are shown along the vertical scale or Y axis 
and the pairs of shoes on the horizontal scale or X axis. We 
place a dot at the point where a horizontal line from Rs. 20 
on the vertical scale meets a vertical line from 100 units on 
the horizontal line. Similarly we place other dots opposite 
Rs. 15 on the vertical scale and 500 units on the horizontal 
scale, Rs. 10 and 1000 units and Rs. 5 and 1500 units. We 
then connect these dots by the curve D D'. This curve is 
the demand curve showing the different amounts of the 
good-shoes—which will be bought at different prices. 



Law of Demand : 

Statement:—The law of demand states that other things 
remaining the same ( ceteris paribus ). the quantity of any 
goods which is purchased will vary inversely with price. 
When the price of a commodity, in other words, decreases 
the amount bought will increase and decrease when the 
price rises. The demand curve D D' in figure above shows 
this inverse relationship. This curve slopes downward to the 
right. This represents the fact that when, in this case, 
the price falls the amount demanded increase* 

Assumptions : We assume that certain factors remain 
the same. If these change the law will not hold good. 
These are: Tastes of consumers or fashions. If the 
taste for a certain good changes no one will increase his 
demand for it even if the price falls. 
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Incomes.'of* consumers. A rise in the price of, say, 
tea will not reduce our consumption of it if, at the same 
time, our incomes are increased. We shall then be in a. 
position to afford it even if it has now become dearer. 
Prices of substitutes. Take two substitute goods, tea and* 
coffee. If the price of tea falls the demand for it will in-' 
crease. But if the prices of its substitutes—coffee, cocoa, etc. 
—fall still further the demand for tea may net 1 increase at 
all. 

Reasons for this Law : The principle of diminishing 
marginal utility explains why demand changes when prices 
change. This principle states that each additional unit 
yields less utility than the preceding one. The marginal 
utility of an abundant goods, therefore, is low. People will 
pay lower prices for additional units because they get less 
satisfaction from them. They will, in other words, be 
prepared to take more of a goods only if the price is low. 
(For further discussion see Appendix) 

Elasticity of Demand : 

The law of demand tells us that demand is responsive to 
price. That is, demand changes when prices change. The 
degree or the extent to which demand changes, however, 
may be different for different commodities. In the case ot an 
essential commodity like salt, the demand will change but 
little as a result of a small change in its price. The demand 
for a luxruy goods like a radio set, on the other hand, will 
change very much with a change in price. Elasticity of 
demand measures the extent of changes in demand due to 
changes in price ; it measures the rate of response of demand. 
It can also be defined as the ratio of the relative change in 
quantity to the relative change in price... 1 . Thus if a 10 
percent change in jxrice leads to a 20 percent change in 
quantity demanded, the elasticity would be as 20 to 10, 
i.e., 2. 

1. Murad : Economics, Principles and Problems. 
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.Elastic and inelastic demand : (1) Elastic Demand. 

# 

Demand is said to be elastic if a small* rise or fall in the 
price of a commodity gives rise to a considerable change in 
the amount of it demanded. (2) Inelastic Demand. The 
demand for a commodity is inelastic when a small change in 
price produces only a small change in its demand. 

Luxury goods have elastic demand. These are not 
absolutely essential. We can do without them if their 
prices increase. We may also buy the substitutes whose 
prices have not gone up. Demand for these goods tall 
considerably when their prices rise because of the presence 
of substitutes. If radio sets, for example, become dearer 
we can buy gramophones instead. Essential goods or 
necessaries, on the other hand, have inelastic demand. 
This fact can be explained by the absence of substitutes. 
We must have salt. We cannot substitute any other thing 
for it. Therefore a small change in its price will make no 
great difference in our purchases. There will be no apprecia¬ 
ble change in its demand due to a price-change. Elasticity 
in this case will be small. In this connection we may note 
the following sentence from Alfred Marshall's Principles of 
Economics : “the elasticity ( or responsiveness ) of demand 
in a market is great or small according as the amount 
demanded increases much or little for a given fall in 
price, and diminishes much or little for a given rise in 
price”. 

Types or Elasticity : We can classify elasticity of 
demand under the following five headings : (1) Perfect 
Elasticity—Demand will be perfectly elastic when, at the 
same price, any amount of the commodity i§ demanded. 

(2) Absolutely inelastic demand exists when the people buy 
the same amount of a commodity whatever the price. 

(3) Unit Elasticity Between these to extremes, on the 
borderline, demand is neither elastic nor inelastic. A given 
change in price leads to an exactly proportionate change 
in demand. This is unit elasticity (elasticity is equal to 
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unity). Graphically the limiting cases can be expressed as 
follows : 




D 



D D 8 



4 ! 






D 

« 

t* 


Quantity Quantity 


Perfectly Elastic Demand. Absolutely Inelastic Demand. 

Apart from these price limiting cases we can distinguish 
between relatively elastic demand and relatively inelastic 
demand. When a given change in price leads to a more 
than proportionate change in demand, we have relatively 
elastic demand. The latter exists when a given change in 
price produces a less than proportionate change in demand. 
Here elasticity is less than unity ( e< unity ) and in the 
former case elasticity is greater than unity ( e>l ). The 
following graphic representation of the two will be helpful. 



Measurement of Elasticity 

One way of measuring elasticity of demand is by the 
proportionate change in the quantity demanded. This has 
been discussed above. Another measure is by the change 
in the total expenditure of the consumers on a commodity 
as its price changes. Thus if the total consumers expendi¬ 
ture rises when the price falls, it will be a case of elastic 
demand. Here elasticity of demand will be greater than 
one. Demand will be inelastic if the total expenditure falls 
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as the price falls—elasticity is less than one. Where total 
expenditure remains the same when price falls demand 
is neither elastic nor inelastic. Elasticity of demand is equal 
to unity. 

Illustration : Elastic Demand 

i 

Price Quantity 

Rs. 10 500 

Rs. 5 1200 

Inelastie Demand 

Rs. 10 500 Rs. 5000 

Rs. 5 800 Rs. 4000 

Unit Elasticity of Demand 

Rs. 10 500 Rs. 5000 

Rs. 5 1000 Rs. 5000 

Factors Governing Elasticity of Demand 

Demand tends to be elastic when : 

1. There are good substitutes: If the price of tea 
rises many people will buy its substitutes, say, coffee. Thus 
the demand for the tea will fall very much. 

2. Prices are relatively high. If, in this case, the 
price comes down the demand may increase more than 
proportionately for two reasons, (a) Those who were 
buying the goods at the previous high price will increase 
their purchase, (b) Those who could not afford to buy 
the goods before will start buying now because the price 
has fallen. 

3. A goods has many uses : Electricity has many 
uses. It can be used for heating, cooking, lighting or for 
industrial purposes. If the price per unit falls consumption 
of electricity becomes profitable for all these uses. Demand 


Total Expenditure 
(price X quantity) 
Rs. 5000 
Rs. 6000 
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will increase .more than proportionately to the fall in 
price. 

Demand tends to be inelastic when : 

1. A goods is jointly demanded. When two commo¬ 
dities are used together they are in joint demand. For 
example, bread and butter or ink and fountain pens, etc. If 
the price of ink falls but that of fountain peris, does not, 
the demand for ink will not increase very much. 

2. Prices are relatively low and supply large : When 

the price of a commodity is already so low that even the 

» 

poor can buy all that they want of it, a further fall in price 
will not increase the demand very much. 

3. A commodity is an essential one and there are 
no substitutes as for it. 

Consumer’s Surplus. A consumer who needs a commo- 

* 

dity very urgently is willing to pay a high price for it. The 
utility he expects to get from the commodity is great and 
therefore he is prepard to pay accordingly. But the actual 
price which he is required to pay in the market for it is 
usually less. Thus there appears a gap between what he 
is prepared to pay and what he actually pays in the market. 
The gap is in the nature of a surplus which the consumer 
derives. This is consumer's surplus. Marshall, who 
developed the concept, defined it as “the excess of the 
price which an individual would be willing to pay rather 
than go without the thing, over that which he actually 
does pay." (Principles of Economics) 

Equi-marginal Utility and the Principle of 
substitution : 

In economic theory it is assumed that the consumer tries 
to make the most of his expenditure on consumption goods. 
He can do this if the marginal utility of money spent, on 
one goods is equal to that spent on other goods. If the 
marginal utility of money spent on one goods is less than 
that spent on other goods it means that too much of the 
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former and less of the latter is being consumed. In this 
case the consumer will increase his total utility if he trans¬ 
fers some units of expenditure from the former to the latter 
use, Thus if we substitute the latter goods the marginal 
utility of which is high for the former whose marginal 
utility is low. we shall increase our satisfaction. It will be 
maximised when the marginal utility of money expenditure 
-on one goods is equal to that spent on the other. 

ADDITIONAL NOTES 

Assumptions of Marshall’s Theory and their Criticisms 

The analysis of consumer's demand outlined above is 
Marshall's theory. It reigned more or less uncontested 
for about fifty years, from the eighties of the last century 
to the early thirties of this century. Since then a new way 
-of looking at the matter has been introduced by J. R. Hicks 
-of Oxford and R. G. D Allen of the London School of 
Economics. But Marshall’s theory, though in a sense out 
-of date, is still important because it contains, as J. R. Hicks 
has pointed out, certain things which are valuable. 

First Assumption : Utility is measurable. 

A direct method of measuring utility is not available to 
us. But Marshall thought that money is a good indirect 
measure of the utilities of those goods on which consumers 
spend their incomes. This measurability of utility assumption 
is challenged on the ground that utility is essentially a 
feeling and as such cannot be measured quantitatively. 

Second Assumption: the postulate of ‘’diminishing 
utility.” 

The satisfaction derived from a good will eventually 
diminish as the quantity or that good to the consumer 
increases. We have already seen how the law of demand 
is derived from the law of diminishing marginal utility. 

Third Assumption : marginal utility of money is 
constant. 

Money is taken in Marshall’s theory as the measuring 
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rod of utility. It is essential, therefore, • that the marginal 
utility of money should remain constant. If it fluctuates, 
it will not be able to measure the utility of other goods. 
The new school of economists represented by Hicks and 
Allen point out that the marginal utility of money is not 
constant. 

The Modern ‘Preference* Theory «■ 

Since nineteen-thirties there has been a spread of new 
technique of analysing consumer behaviour. These 
devices explain rational consumer behaviour without trying 
to measure utility cardinally or quantitatively. According 
to the new approach satisfactions cannot be measured but 
compared. Combinations of goods which give greater 
satisfaction are preferred to those which give less 
satisfaction. 

Explanation of the law of demand in the new approach 
can be studied by distinguishing between two effects of a 
price change on the quantity purchased by the consumer, 
for the individual consumer : (i) Fall in price tends ta 
make the consumer ‘richer’. This is the income effect which 
will generally be in favour of enlarging his purchases of 
any goods which he was buying previously, (ii) Fall in 
price will make the goods concerned ‘cheaper* relative to 
the other goods, hence a tendency to substitute that goods 
for the other goods. This is the substitution effect. 

It is quite conceivable that income effect may be nega¬ 
tive. If I grow richer there are some goods which I would 
drop from my shopping list in favour of the other ‘rich 
man's goods'. Such goods are called ‘inferior goods'. This 
income effect will make me buy less as the price falls 
only if it is strong enough to swamp the substitution effect 
which is always in favour of the commodity whose price 
has fallen ; such goods are called *Qiffens goods’. 

Reference : Indifference Curve Analysis—in Nevin’s 
chapter 4, Benham’s Economics. ('48 edition—page 47 ) 



CHAPTER 9 SUPPLY 


Defi«ution : Supply can be defined in various ways : 
as the stock of goods in existence or being currently pro¬ 
duced, or the amount of a commodity offered for sale at a 
particular price. It is the last definition which is of most 
use in economic analysis. Supply means supply of a goods 
at a price because more of the goods may be offered for 
sale at one price than at another. Most economists use the 
term supply to mean a schedule of different amounts of a 
goods offered at different prices. 

Supply depends on scarcity ; as we have already seen 
depends on usefulness. The problem of supply arises from 
the scarcity of economic goods. There are some commo¬ 
dities which are not reproducible. Their supply is abso¬ 
lutely fixed. For example, original paintings of famous 
artists. For these goods the position is clear. They will 
be economically scarce (numerical scarcity may not mean 
economic scarcity) if they are scarce in relation to the 
demand for them. But what about the mass of other 
commodities which can be reproduced ? These other goods 
can only be produced with factors of production—land, 
labour, capital and organisation—which are themselves 
limited in supply man's wants are numerous but the means 
with which these wants can be satisfied are scarce. 

Individual and Total Supply Schedules': 

The State or conditions of supply can be represented 
by a supply schedule which is a table showing the different 
amounts of a commodity offered for sale at different 
hypothetical prices. A supply schedule can be prepared 
for an individual seller as well as for the markets. A 



«8 ECONOMICS 

seller of tea, for instance, lias 100 lbs. of tea and is willing 
to sell as in table 1. 


Table I 

Individual Supply Schedule for Tea 


Price 

Quantity Offered 

Rs. 3 

25 lbs. 

Rs. 5 

50 lbs. 

Rs. 7 

75 lbs. 

Rs. 9 

100 lbs. 


By adding the individual supply schedules of all the 
sellers of tea in the market we obtain the total supply 
schedule for tea. This schedule could be as in table II. 


Table II 

Total Supply Schedule 


Price 

Quantity Offered 

Rs. 3 

1000 lbs. 

Rs. 5 

1250 tbs. 

Rs. 7 

1500 lbs. 

Rs. 9 

2000 lbs. 


Supply Curves : 

The supply schedules can be represented graphically 
as in diagram : 



Supply Curve 

The Supply curve as a rule slopes upward from left to 
right. The upward slope of the suddIv curve indirate« 
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that sellers of commodity are normally willing* to offer 
more if its price is higher than if it is low. 

Law of Supply : 

The supply schedules and the supply curve, as. in 
diagram 1 show a direct relationship between prices and 
quantities, the two rise or fall together. This direct 
relationship is expressed by the law of supply which states 
that other things remaining the same. The quantity of a 
commodity offered for sale will rise when its price rises, 
and fall when its price falls. 

Changes in Supply : 

A change in supply is not a difference in quantity due to 
a difference in price. An increase in supply implies that 
more is offered at the same price or at a lower price. 
Similiarly a decrease in supply occurs when less is offered 
at each price. It is important to note that the phrases 
‘quantity supplied has changed’ and ‘supply has changed* 
cannot be used interchangeably. A change in supply is 
represented by a shift of the supply curve to the right or 
to the left according as supply increases or decreases. This 
is shown in the diagram below : 



Elasticity of Supply : 

Elasticity of supply measures the degree to which 
quantity offered for sale changes due to a small change in 
price, when supply is elastic a small change in price 
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result in more jthan proportionate change in quantity 
supplied. With inelastic supply the opposite happens: 
quantity supplied changes less than proportionately than 
change in price. For a given commodity supply is more 
elastic in the long run than in the short run. Supply is 
elastic in cases where an expansion of output is possible 
at a relatively small increase in costs. 

Price Determination : Interaction between .silpply and 
demand. 

Price is determined by the interaction between supply 
and demand. Price would tend to settle at that point where 
sellers would be willing to sell just that amount that buyers 
would want to buy. This price, in other words, will clear 
the market: all that is offered for sale will be sold. No 
other price can long remain. To prove this we shall take 
the supply and demand schedules for any commodity, say tea. 

Table III 


. Interaction of Demand and Supply—Commodity—Tea. 


Quantity Demanded 

Price 

Quantity Supplied 

3000 lbs. 

Rs. 3 

1000 lbs. 

2250 lbs. 

Rs. 5 

1250 lbs. 

1500 lbs. 

Rs. 7 

1500 lbs. 

1000 B>s. 

Rs. 9 

2000 lbs. 


From Table III we can see that demand and supply are 
like two forces pulling in opposite direction. These two 
forces are in equilibrium or in balance at that price at which 
the quantity demanded is just equal to quantity supplied. 
In our example above, these two quantities become equal 
to each other when the price is Rs. 7. This is the equili¬ 
brium price and the amount demanded and supplied the 
equilibruim amount. At Rs. 9, 2000 lbs. of tea will be offered 
but only 1000 lbs. will be demanded. Competition among 
the sellers will force prices down. At Rs. 3, only 1000 lbs. 
will be offered by sellers but 3000 lbs. will be demanded by 
buyers. Competition among buyers will force prices up. 
This process will go on till the two amounts are equal. 



PPLY 


61 


The equilibrum price can be shown in a diagram by the 
intersection of demand and supply curves. 




Equilibruim Price 

EFFECTS OF CHANGES IN DEMAND AND 
SUPPLY ON PRICE : 

The laws of price state the effects of changes in demand 
and supply on price. The first law of price states that, 
supply remaining unchanged, a rise in demand will increase 
the price, and a fall in demand will reduce the price. The 
second law of price explains that, demand, remaining the 
same, an increase in price will lower the price and a 
decrease in supply will raise the price. This is shown in 
diagrams below. 




Quantity Quantity 

Effects of Change in Effects of Change in 

Demand Supply 




chapter 10 PRICING UNDER PERFECT 

COMPETITION 


I. MEANING OF PERFECT COMPETITION. 

Under perfect competition it is assumed that there is a 
large number of firms each one of which supplies only a 
small part of the total output of the market. A single price 
prevails in a perfectly competitive market because no indivi¬ 
dual seller can alter the total market supply since each one’s, 
contribution is insignificant compared to it. The producers, 
therefore, take the market price for granted They can 
dispose of any amount of their goods at that price. The 
characteristics of this type of market is summarised 
below :— 

a. Large number of buyers and sellers. 

b. One price in the market which cannot be influenced 
by individual firms. 

c. Units of the goods produced are identical or homo¬ 
geneous. 

d. Perfect knowledge on the part of buyers and sellers 
about market conditions. 

e. Perfect mobility of factors between industries. 

f. Free entry. Any one who wishes to enter the indus¬ 
try must be allowed to do so. 

II. COST OF PRODUCTION AND VALUE 

Price, as we have seen in the last chapter, is determined 
by supply and demand. The forces behind demand have 
already been discussed. We have now to see what deter¬ 
mines supply. Production of goods involves expenditure of 
money on the various factors that are used, for example, 
land, labour, capital and organisation. The term costs is 



ICING UNDER PERFECT COMPETITION 63 

referred to those expenses which every producer has to 
incur. Even ‘normal’ profits are .included in cost of 
production. ‘Normal* profits are those profits which are 
just sufficient to make the organiser stay in the industry. 
Total cost is, therefore, the aggregate of all the expenses 
incurred by the firm in order to obtain the services of 
the factors of production. 

CLASSIFICATION OF COSTS. 

Fixed costs are those costs which do not change with 
output. They include such payments as rent, insurance, 
salaries of administrative staff, interest on bonds, etc. 

Average fixed cost is the cost per unit of output. 
Average cost at any output is equal to total cost divided 
by output. It follows that as output increases average fixed 
cost declines. 

Variable Costs are those costs which vary with output. 
Labour and raw materials are variable factors and the 
expenditures on these factors are variable costs. The 
greater the quantity of output is produced the greater will 
be the variable costs. 

■a 

Average Cost is the sum of AFC and AVC. It should 
be remembered that average cost or cost per unit of output 
includes normal profit. 

Marginal Cost is the cost of producing an additional unit 
of the firm’s output. 

The amount that the producer will supply depends on 
the relation between the price per unit and the cost of pro¬ 
duction of that unit. If this cost is higher than the price, 
the producer may cease to produce j if the cost is less he is 
earning supernormal profits—more than normal profits— 
and therefore will expand his production. If price just 
covers cost he is earning normal profits only and will 
produce as much as he can sell at that price. 

iii. Revenue. The revenue of a firm is usually defined 
as the total amount of money received by it from selling its 
output. 

■5 
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Average Revenue is the revenue per unit of goods sold- 
It is the same thing as price. 

Marginal Revenue is the revenue which the firm earns 
by selling another unit of its product. 

iv. Profit Maximisation. It is assumed that the objec¬ 
tive of the firm in production is to maximise its money 
profits. The firm will earn maximum profit when its mar¬ 
ginal revenue is equal to its marginal cost. As long as 
marginal cost of larger output is less than marginal revenue 
profit can be increased by producing more. If marginal cost 
is greater than marginal revenue profit will decreass if the 
larger output is produced. Therefore the firm will maximise 
its profit if it produces an output for which marginal 
revenue is equal to marginal cost. 

v. Price in Perfect Competition : The firm. We have 
seen that there will be only one price in the perfectly 
competitive market. The individual firm in perfect 
competition, therefore, has to take the price for granted ; 
it cannot change the price. What the firm can and 
will try to do is to maximise its money profits by adjusting 
its output in such a way that its marginal cost is equal to 
marginal revenue. This is its equilibrium point—the point 
of rest \ it has no desire to increase or decrease his output 
in perfectly competitive market. 

PRICE : MARGINAL COST 

Price is average revenue which in perfect competition 
must be equal to marginal revenue. This is because the 
producer in this type of market can sell additional units at 
the same price. For example it the price of a goods is 
Rs. 5, average revenue will be Rs. 5. The additional unit, 
one more unit, can be sold at the same price since in perfect 
competition price cannot be changed by an individual firm. 
Marginal revenue, therefore, is Rs. 5, the same as average 
revenue. Now in equilibrium marginal cost is equal to 
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marginal revenue. Therefore, price or average revenue is 
equal to marginal revenue. 

The Industry. We have already discussed how price is 
determined by the intersection of market demand schedule 
and the market supply schedule. In other words, price is 
determined when the industry’s total supply of its product 
is just equal to the total demand for its product. Dia- 
gramatically it was represented by the intersection of the 
supply and demand curves. 

Time Element in Pricing. Demand and supply—the two 
forces determining price—act differently in different periods 
of time. For example, we shall see that demand is more 
important when we take a short period. Prof. Marshall 
introduced this time element to price theory. He distin¬ 
guishes three fundamental time periods : (1) The very short 
period, ( 2 ) The short period, and ( 3 ) The long period. 

1. The Very Short Period is one during which supply 
is fixed. Changes in demand, therefore, will cause changes 
in price. Since supply is fixed an increase in the demand 
will increase the price and a decrease in demand will lead 
to a fall in price. 

2. The Short Period may be defined as that period of 
time during which firms cannot increase their capital equip¬ 
ment and the number of firms is also fixed. Extra produc¬ 
tion, which may be necessary due to an increase in demand* 
can only be obtained by working the existing equipment 
more intensively. The short period price, therefore, will 
rise substantially, if demand increases to a large extent. If 
this increase in demand is sustained, the resulting rise in 
price will increase both output and profits in the industry. 
Increase in output, however, is a difficult process in the 
short period because the firms have to work the existing 
plant more fully. 

Short-Run Normal Price. The price which prevails in 
the market during this period is called the short-run normal 


price. 
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3. The Long' Period is that period of time during 
which existing firms can increase capital equipment and the 
number of firms can also increase. Increased profits, in the 
long run, may attract new firms into the industry. Thus 
the effect of increased demand in the long run will be to 
increase output since there are now more firms in the 
industry and the existing firms have become larger by exten¬ 
ding their plants. Price which was high in the short-run 
will fall due to increase in the output of the industry. This 
price is called the long-run normal price. 

In the long run price (the long run normal price) is equal 
to the average cost of production. Since average revenue 
is price, average revenue is equal to average cost. This 
means that in the long run all the firms will get only normal 
profit. If some firms are getting supernormal profits new 
firms will enter. Output of the industry will expand and 
the price, therefore, will fall until it is equal to average cost. 
If, on the other hand, price is less than average cost and 
firms are getting less than normal profit some firms which 
are losing heavily will leave. Output will then decrease and 
the price will rise until it is equal to average cost. 

In the short run, however, price may or may not be 
equal to average cost of production. It is possible, therefore, 
that the firms may get supernormal or sub-normal profits in 
the short run. The supernormal profits are not likely to be 
competed away in this time period as in the long run be¬ 
cause in the short run new firms cannot enter nor can the 
capital equipment of the existing firms be expanded. 

ADDITIONAL NOTES 

■r 

I. EQUILIBRIUM OF THE FIRM IN PERFECT COMPETITION 

a. Short Run. The firm attains equilibrium in the 
short run when MC—MR. MR is the same as AR in 
perfect competition because AR or price does not change in 
this type of market when additional quantities are sold. For 
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example, if the price per unit of a commodity is Rs. 5 aver¬ 
age revenue is Rs. 5 when one unit is sold. When the 
second, the additional, unit is sold the price does not change. 
Therefore MR is also Rs. 5. In the short run AR may be 
higher or lower than AC which includes normal profit. If 
AR is higher, the difference between AR and AC^ is the 
supernormal profit received by the firm in the short run. 
Figure shows the short-run equilibrium position of the firm 
in diagramatic form. 



In the above Figure PD is the demand curve facing the 
seller. It is also the AR curve. The demand curve facing 
the individual firm in perfect competition will be hori¬ 
zontal straight line because price cannot be changed by the 
firm whatever output he is selling. In perfect competition 
AR - MR. Therefore PD is also the MR curve. The condi¬ 
tion for equilibrium is fulfilled at point L where the MC 
curve cuts the MR curve. At this point MR=MC. The 
average cost, however, is less than price or average revenue : 
LR shows the difference between the two. The area PLRP X 
shows the supernormal profit earned by the firm. 

b. Long Run. In the long run both the number of 
firms and the size of the plant can be increased. Thus the 
excess proiits which the firm was earning will now be com¬ 
peted away because new firms, attracted by supernormal 
profits, will enter the industry and the total output will 
increase considerably. As a result price will come down 
until nothing but normal profits are being earned by all the 
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firms in the industry. In the long run not only MC = MR 
but AC must be equal to AR or price. This is the long run 
equilibrium in which there will be no tendency for existing, 
firms to leave the industry nor for outsiders to enter it. 



In the above figure MR - ftdC at point L. At this point 
also AC is equal to AR (AR is tangential to AC). There is 
no excess profit since price just covers AC including normal 
profit. This figure shows that each firm is in long-run 
equilibrium where MR — MC — AC = AR ( price ). 



CHAPTER 11 MONOPOLY 


I. Meaning of Monopoly. The term monopoly is given 
to a market in which only one producer produces a given 
product. It can also refer to a combination of producers 
controlling the supply of the product. The term "collec¬ 
tive monopoly" is often used to describe this situation. In 
monopoly no distinction is made between the firm and the 
industry since there is only one producer in the market. 

The keen rivalry which characterised the competitive 
market disappears in the monopoly market. The disappear- 
ane of rivalry introduces certain distinguishing features of 
the monopoly market. In the first place, the monopolist’s 
product is without any close substitute. Secondly, the mono¬ 
polist can change the market price which .was impossible 
for a perfect competitor due to the existence of a large- 
number of rivals. Thirdly, a larger output can be sold only 
at a lower price. This must be so because the monopolist 
is the only seller and a change in his supply means a change 
in the total market supply. 

II. ORIGIN OF MONOPOLY POWER 

a. Ownership of Factors of Production. A common 
source of monopoly power has been the ownership of some 
important factors of production. The control over the 
deposits of raw materials, for example, can give rise to 
monopoly power. 

b. Legal Restriction. Monopoly power may arise if 
there are legal restrictions on the entry of rival firms into 
an industry. Patents may be granted to a firm for the sjle 
right of the manufacture of a new product. 
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c. Capital or financial resources required for the pro¬ 
duction of some commodities may discourage competition. 
In industries where enormous amounts of capital is neces¬ 
sary potential rivals find it impossible to compete with the 
existing firm. 

III. MONOPOLY PRICE 

In monopoly, as in perfect competition, the ipain object 
of production is assumed to be maximisation of profit. The 
firm is said to be in equilibrium when its profits are maxi¬ 
mised. The condition for equilibrium or maximisation of 
profits is that marginal cost and marginal revenue should be 
equal. If a monopolist is to find the most profitable price 
and output, he must stop his production at the point 
where further production would add more to costs than to 
receipts. 


CONSIDER THE FOLLOWIG TABLE 

Units of Price per Total Marginal Total Marginal Profit 


output. 

unit in'Rs. 

Revenue Revenue 

cost 

cost. 


10 

11 

110 

— 

80 

— 

30 

20 

1050 

210 

100 

100 

20 

110 

30 

10 

300 

90 

140 

40 

160 

40 

950 

380 

80 

185 

45 

195 

50 

9 

450 

70 

242 

57 

207 

60 

850 

510 

60 

302 

60 

208 

70 

8 

560 

50 

375 

73 

185 


A monopolist with an output of 10 units over a certain 
period of time, can sell his output at Rs. 11 per unit. He 
receives a total revenue of Rs. 110 ; during the same period 
if his total costs were Rs. 80 he obtains a profit of Rs. 30. 
If he now increases his output to 20 units he has to sell at 
Rs. 10'50 n.P. per unit. This increases his marginal revenue 
Rs. 100 ; i.e., his marginal revenue i s Rs. 100. His costs 
increase by Rs 20, i.e., his marginal cost is Rs. 20. The 
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monopolist goes on increasing his output since his marginal 
revenue is greater than marginal cost. He will continue 
increasing his output until it reaches 60 units. At that 
point MR-MC and profits reach a maximum. He will not 
increase his production further because to do so will be to 
reduce profits. In this example, therefore, Rs. 8’50 will be 
the most profitable price for the monopolist. 

Marginal Revenue and Marginal Cost are Less than 
Price or Average Revenue 

In perfect competition price equals marginal cost anu 
marginal revenue. In monopoly price or average revenue is 
greater than marginal revenue and marginal cost. When 
the monopolist increases his output he has to sell all his 
units including the present additional ones, at a lower price. 
Thus the value to the monopolist of extra units of output, 
i.e., marginal revenue, is less than price or average revenue. 
Since marginal revenue is * equal to marginal cost in equi¬ 
librium, price is also greater than marginal cost. This can 
also be seen from the above Table. 

IV. LIMITS TO MONOPOLY POWER 

A monopolist, we have seen, is the sole producer in the 
market and can change both the market supply and the 
price. Can it be said because of this that he can change 
any price he likes ? It is a fact that he can restrict his 
output and raise the price thereby getting a larger profit. 
Compared to a perfect competitor who faces keen rivalry 
the monopolist has a great deal more power in this respect. 
This is particularly so where the demand for his product is 
inelastic. He can be more or less sure that the quantity 
demanded will not fall very much if he rgises his price a 
little. Nevertheless, there are, in practice, some factors 
which effectively limited a monopolist’s power to change 
high prices. 

a. The presence of substitutes. A substitute limits 
monopolist’s power by introducing competition. A cheaper 
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substitute can be produced by another firm if the monopolist 
changes too high a price. 

b. Cheap imports may drastically reduce monopoly 
power. 

c. Fear of potential competition also restricts mono¬ 
poly power. If a monopolist succeeds in getting very high ‘ 
profits by changing high prices he may have to face the 
danger of competition from rivals who, attracted by large 
protits, may enter the industry. 


ADDITIONAL NOTES 

I. MONOPOLY EQUILIBRIUM 

The analysis of monopoly equilibrium outlined with the 
aid of the Table can be illustrated graphically as follows. 



The monopolists average revenue curve is AR. This is 
the demand curve facing him. It slopes downward to the right 
because price falls as the monopolist increases his sales 
Since, in monopoly, marginal revenue is less than price or 
average revenue MR, the monopolist’s marginal revenue 
curve lies below AR. The most profitable output is OQ 
which is given by the intersection of MR and MC curve at 
point L and the equilibrium price is MQ. It is to be noted 
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that the monopolist here gets supernormal profit since AR 
or price is higher than the average cost. The total amount 
of supernormal profit earned by the monopolist is shown by 
the area PMR.S. 

II. Discriminating Monopoly. A monopolist can sell his 
output in different markets and change different prices in 
each. This practice is known as price discrimination or 
discriminating monopoly. 

Price discrimination is possible under certain circums¬ 
tances. The most fundamental condition is that resale of the 
commodity should not be possible between the different 
markets. If goods can be transferred from market B to 
market A, assuming that the monopolist discriminates 
between these two markets, different prices cannot be 
changed. Suppose, for example, that the monopolist changes 
Rs. 5 for the product in market A and Rs. 3. in market B. 
Suppose also that the product can easily and without any 
cost be transferred to market B. The product then can be 
resold in market A for Rs. 4. In such a case discrimination 
is not possible. 



CHAPTER 12 WAGES 


I. Definition : Wages are defined as the price paid 
for 'labour or as the income which people earn for per¬ 
forming personal services. Wages are expressed cs a rate— 
so much per hour or day or week or month ; or it may be 
expressed as so much per unit of work done. The former 
is called time rates and the latter piece rates. Time rates 
are to be found in those occupations where the quality of 
work is given much importance and where standardisation 
of the product or its measurement is not possible. Bus 
driving or farming, for example, cannot easily be measured or 
standardised and therefore time rates are in operation in 
these occupations. Piece-rat.-s enable more efficient and 
quicker workers to earn more and act as incentive to in¬ 
crease output. 

II. Money Wages and Real Wages : Money or nominal 
wages are wages in terms of money. Tt is the amount of 
money paid to labour in return for ita services. Real wages 
mean the goods and services money wages can buy. People 
offer their services to employers not so much for money as 
for the goods and services necessary for livelihood. It is the 
purchasing power of money wages in terms of goods and 
services that is important. In order to determine whether 
the psople are -economically well-off or not during a given 
period is the real wages which ought to be considered. 
Money wages do not give us correct information regarding 
the economic position of workers. A rise in money income 
in a country does not necessarily mean improvement in the 
standard of living. For, there are other important factors 
besides money income which determine an individual's 
economic position. Thus we have to analyse the factors 
•determining real wages. 
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a. Price-level is of tremendous importance in deter¬ 
mining real wages. A rise in money wages will not lead to 
better economic position if the general prices increase more 
than proportionately. If, for example, money wages rise by 
5 per cent and the price-level rises by 10 per cent there is 
actually a fall in the purchasing power of money wages, i.e., 
in the real wages received by workers. Thus when our 

Q 

Government claims that the plans are increasing our per 
capital income we should consider it together with available 
information regarding the price-level in the country. 

b. Regularity or irregularity ol work also affects 
real wages. Stable, regular employment means more to a 
person even though money wages may be somewhat less 
than in temporary employment. In the latter there is so 
certainty and hence the former gives a better economic 
position. 

c. Free facilities and payment in kind over and 
above money wages increase a worker's real wages. In 
some occupations workers are given tree quarters, cheap 
rations, uniforms, free medical services, etc* Real wages in 
these occupations are bound to be higher that in these 
where nothing more is paid beyond money wages. 

d. Supplementary earnings are important in deter¬ 
mining real wages. Jobs in which there is ample Leisure 
enable workers to supplement their earnings by working 
part-time somewhere else. 

c. Trade expenses are to be deducted from the money 
income received by an individual. For example, if an 
author has to employ a typist, the salary of the typist has 
to be deducted from his money income in order to deter¬ 
mine his real income. 

. v t. The nature of an occupation also determines real 
wages. If it is risky and the workers run the risk of bad 
health or premature death their average earnings will be 
smaller than in safer occupations. 
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DETERMINATION OF WAGES 

Before we set out the economic and other factors which 
determine wages, let us discuss some of the theories which 
were held by economists in the past and still held by some. 

Subsistence Theory of Wages was formulated in the 
19th Century. The advocates of this thory held that wages 
tended to be equal to the base minimum goods and 
services required for life—the subsistence level. It was held 
that if the actual wages paid were higher than what was 
necessary for subsistence and increase in population would 
follow. This increase in pupulation would mean greater 
supply of labour which would force wages bound to the 
subsistence level. If wages were lower than subsistence 
there would be a reduction in labour supply and wages 
would rise until they were once again equal to the subsi¬ 
stence level. 

Criticism. The history of the nineteenth century 
Europe and America completely refuted the contentions of 
m theory. England, for example, experienced a consider¬ 
able increase in her population during this period but real 
wages there were more than double. Secondly, this theory 
deals with the supply side only ■, it has nothing to say about 
demand for labour. Thirdly, workers are nowhere content 
with getting an amount which is just equal to bare necessi¬ 
ties of life. 

THE STANDARD OF LIVING AND WAGES 

In practically all occupations workers have some idea 
about the standard of living suitable to their respective 
jobs. They strongly resist any attempt of lower wages 
which would be inadequate to maintain that standard of 
life. Thus the idea has grown that wages depend on standard 
of living. 

Criticism. There is, of course, some truth in this 
theory. But the relationship between wages and standard 
of living is a two-way relationship. Standard of living also 
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depends on wages. Secondly, an entrepreneur will offer 
higher wages not simply because the ‘worker has high stand¬ 
ard of living but because he is more efficient. Thirdly, 
this theory also ignores the importance of the demand for 
labour in wage determination. 

Marginal Productivity Theory of Wages : This is a 
widely held theory of wage determination. According to it 
wages are equal to the marginal product of labour. The 
term marginal product of labour means the additional 
product which comes from the employment of one extra 
man. This theory is formulated under the assumption that 
there is perfect competition. Under the circumstance 
wages cannot be different from the marginal product for 
long. For example, if wages are higher than what he pays 
to labour he will reduce his demand for labour since he is 
losing. Marginal productivity diminishes when labour is 
increased more than proportionately to other factors. 
Therefore marginal product increases as he reduces labour. 
On the other hand if all the employers reduce their demand 
for labour due to loss wages also must corae down. This 
process will continue until an equilibrium is reached where 
wages and the marginal product will be equal. If the 
marginal product is higher than wages the employers will 
gain and so they demand more labour. Increased demand 
tor labour will force up wages and at the same time due to 
increase in labour, marginal productivity must come down 
until the two are again equal in equilibrium. 

Criticisms. Marginal productivity of labour actually 
explains the demand for labour and determines what amount 
of labour will be demanded by employers. The theory 
gives us a clue to the problem of how many labourers will 
an employer take on during a given moment of time. 
The employer, the theory asserts, will continue to employ 
until wages are equal to the marginal product. So to employ 
more would be to incur a loss since marginal productivity 
diminishes when more is employed. Therefore, wages would 
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become greater than the marginal product. Thus labour is> 
demanded because it has productivity. The question of the 
supply of labour is not explicitly dealt with in this theory.. 
Secondly, the theory is valid only when perfect competition 
in the product as ' well as the labour market is assumed. 
I his is seldom found in practice. 

DEMAND FOR AND SUPPLY OF LABOUR : 

• i 

Wages are the price of labour. They are determined,, 
like other prices, by the two forces of demand and supply. 
Demand for labour can be expressed as a schedule of 
quantities of labour demanded at various wage rates. The 
supply of labour likewise can be expressed as a schedule of 
quantities of labour which will be supplied at various wage 
rates. It depends on the number of workers willing to 
work. The wage rate will be fixed at the point where the 
quality of labour demand is equal to the quantity supplied. 
Thus the familiar analysis of price determination which we 
saw in chapter is applied here also. 

TRADE UNIONS AND WAGES 

The marginal productivity theory and the analysis of 
wage determination in terms of supply and demand depend 
on the existence of a competitive world. It is necessary to 
modify this analysis because in reality competitive forces 
are restricted by factors of which Trade Union action is 
perhaps the most important. Trade unions are organisations 
of labour whose object it is to enable workers to obtain a 
fair share of the product which they help to produce. They 
try to realise this objective by strengthening the bargaining 
power of ihe workers in relation to their employers. The 
trade union speaks and bargains for its members. The 
employers therefore do not face perfect competition in the 
labour market. 

Collective Bargaining is the usual method by which 
trade unions and employers try to cornu to an understanding 
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is claiming increased wages for workers, its success will 

« 

depend on its bargaining strength in relation to that of the 
employer. Collective bargaining, therefore, becomes a major 
factor in actual wage determination. 

How far can the trade unions raise the level of wages ? 
According to the marginal productivity theory labour is paid 
a wage equal to its marginal product. Therg is, in reality, 
no guarantee that this will be so. What exactly will be paid 
to labour is a matter of bargaining. A trade union may 
succeed in increasing wages by restricting labour supply and 
threatening stoppage of work, i.e., strike. Trade Unions 
have increased wages in those industries where wages were 
below the marginal product of labour. 

There are, however, limits to its bargaining strength. For 
instance, if Trade Unions try to increase wages to a point 
where the employers find it impossible to produce with a 
minimum of profits, unemployment will inevitably follow. 
Again, if employers can substitute machines for labour or 
are forced to do it due to Trade Unions’ demand for higher 
wages. Trade Union action is likely to fail. 

DIFFERENCES IN WAGES 

Competition among workers gives rise to a tendency 
towards equalisation of wages in different occupations. If 
higher wages are paid in any one occuptation labour from 
other occupation will be attracted to it. The increased 
supply of labour in that industry will force down wages to 
the general level. In spite of this tendency considerable 
differences in wages exist. The main factors responsible for 
these differences are listed below. 

a. Differences in skill and ability are an obvious 
explanation. Relatively more gifted and efficient workers 
will earn higher wages. In occupations where training is 
necessary higher wages are offered. Training or acquiring 
skill for a long period often involves heavy expenses which 
few can afford. Supply of labour in occupations requiring 
skilled personnnel, therefore, is less and consequently wage 
rates are relatively high. 

6 
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b. Disagreeableness of work often results in higher 
wages being paid. Work which is dangerous or which is 
carried on in uncongenial circumstances offeTs high rewards 
to attract worker. There are, however, jobs which are dis¬ 
agreeable but not dangerous and which require unskilled 
labour. These are usually low-paid jobs. Farm labourers, 
unskilled labourers in factories, etc., usually get low wages. 

c. Irregular or temporary jobs offer higher wages 
Workers prefer stable employment and these occupations 
attract most workers. Therefore, occupations in which work 
is not continuous has to offer higher rewards to attract 
required number of labourers. 

d. Immobility of labour also may give rise to wage 
differences. Workers are often unwilling to move to a 
different region even if wages are higher there. This is an 
important factor explaining wage differences within an 
occupation. 

e. Age, sex and race sometimes become important fac¬ 
tors responsible for inequality of wages within an occupation. 
Women and children are paid less than men in many occu¬ 
pations. 

f. The possibility of getting exceptionally high reward in 
some occupations attracts a large supply of labour. The 
average earnings in these occupations, therefore, tend to be 
depressed. 

g. Inequality of opportunity is a fundamental cause of 
inequality in earnings. Opportunities open to children and 
young people are unequal, in some countries more than in 
others. The powerful minority which still dominates society 
retains its position through the privileges it can give to its 
members. Costly education and training are still beyond 
the reach of the bulk of the people. If - some get a better 
start in life than others differences in earnings in later life 
are inevitable. Socialist writers have, therefore, always 
emphasised the vital necessity of equalising opportunities for 
education and training for all. 


L i ftaju 1 



CHAPTER 13 I RENT 


MEANING : 

The term rent, in its usual sense, means the periodic 
payment made by an individual for the use of a durable good 
to its owner. For instance, we rent a house or a farm or 
a car. In economics the term has been defined differently. 
Originally rent was defined as the reward which goes exclu¬ 
sively to land, the fixed factors, modem economists have 
modified it to mean the earnings of any factor of production 
the supply of which is fixed. 

Contract Rent or gross rent is the total amount which 
is paid, according to agreement, by an individual for the use 
of an asset. Economic Rent was defined as the payment for 
the use of land alone. For example, a farmer pays a total 
sum of Rs. 100 to the landlord. This sum includes payment 
for both the capital invested by the owner in land and land 
as such payment of Rs. 80/- has to be made for the ware¬ 
house, irrigation facilities, fencing, etc., and Rs. 20 for the 
use of land. This total amount is contract rent. Economic 
rent here is Rs. 20—this is the payment exclusively for the 
use of land. 

RICARDO'S THEORY OE RENT 

The analysis of rent as a payment for the use of land is 
associated with the name of David Ricardo (1772-1823 ), 
one of the most famous of classical economists who was a 
genius for finance. He defined rent as that part of the pro¬ 
duce of land which goes to the landlord for the use of its 
original - and indestructible powers. The power of land lies 
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in its fertility and it cannot be destroyed. Let us now turn 
to Ricardo's explanation of how rent arises. To him, rent 
is a surplus yielded by a land which enjoys differential 
advantage over inferior lands. One of the characteristics of 
land is that there are differences between pieces of land ; 
in other words, land is heterogeneous. There are some pieces • 
of land in which costs of production can just he covered by 
the revenue they yield. They do not produce any surplus 
nor are they responsible for losses. These are marginal 
lands. The superior or intra-marginal lands produce sur¬ 
pluses over the marginal lands. According to Ricardo, the 
excess yield over the marginal land which the superior land 
produces is rent. For example, if the value of the crop of a 
marginal land is Rs. 50 and the value of the crop from a 
superior land is Rs. 80, the rent of the latter will be Rs. 30. 
In the case of the marginal land cost of production will be 
equal to the value of the crop. Therefore, the marginal 
land is a no-rent land. 

Whether a particular piece of land is marginal or intra- 
marginal, depends on the demand for the product increases 
and this raises the price of the product, the previously un¬ 
profitable land will be brought under cultivation and the 
marginal land will become intra-marginal. 

Rent and Price. According to Ricardo, rent of land 
does not enter into the cost of production and the price of 
the product. Rent is a surplus above cost it can never 
be a part of cost. When the price of the product rises, rent 
becomes higher ; the price is not high because rent is high. 
For example, if the marginal land produces 10 units of a 
product and the price per unit is Rs. 5 the value of the 
product is Rs. 50. The cost of production is also Rs. 50. 
The price per unit now rises to Rs. 6 and the value of the 
product to Rs. 60. This land now yields a rent of Rs. 10 
because the price of product has risen. 
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Criticism. Ricardo restricts rent-to land only. Other 
factors may also be fixed at least in the short period. 

HOW DOES RENT ARISE ? 

Rent emerges due to the following factors : 

(a) Scarcity of land, (b) differences between plots of 
land, (c) ..the law of diminishing returns. 

(a) Scarcity Rent : The fundamental reason why rent 
is paid is the fact of scarcity. Just as there is a price for a 
commodity because it is scarce and commands a price or 
rent because it is scarce m relation to the demand for it. 

b. Differential Rent ; According to Ricardo economic 
rent is the difference between the output produced by a 
superior land and the output produced by a poor land. 
The surplus produced by the superior land is rent. Differen¬ 
tial rent, therefore, arises due to differences between differ¬ 
ent pieces of lands. 

c. The Law of Diminishing Returns : When a piece 
of land is cultivated intensively total output increases at a 
diminishing rate. This results from the fact that variable 
factors—labour, capital etc.—arc increased, whereas land 
remains fixed. The farmer will go on increasing labour and 
capital till the cost of the additional units of labour and 
capital is equal to the marginal product. At this point 
there is no surplus. But the previous units of labour and 
capital yielded a surplus over the last or marginal unit. 
This surplus is rent. 

MODERN THEORY OF RENT : 

In the Ricardian theory rent was restricted to land \ it 
was a reward which only land received. The reason was 
that land was regarded as the only fixed factor. Present- 
day economists, however, consider rent as a surplus accord¬ 
ing to any factor which is fixed in supply. Economic rent 
in modern economic literature refers to a payment above 
the necessary supply price of a factor. When an entrepre- 
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neut wants a certain earn in the best alternative employ¬ 
ment. Suppose a certain piece of land can earn Rs. 100 as 
rent per month if it is used for the cultivation of rice. If 
now a jute cultivator wants it he will have to pay at least 
Rs. 100 in order to keep it with him. If he cannot pay this 
sum of money the plot of land will move into some other 
industry. This payment is its transfer earning. The sur¬ 
plus or rent is equal to the difference between the actual 
earning and the supply price or transfer earning of the land. 
Suppose that this land is actually used as a building site and 
earns Rs. 250. In this case rent will be Rs. 150. Defined in 
this way rent can be earned by any other factor which is 
fixed in supply. 

Quasi-Rent : Capital goods such as machines are fixed in 
supply in the short period. Therefore, they can earn rent 
only in the short period. In the long period, however, 
capital can be increased. Hence the extra amount which a 
capital good could earn in the short run because of its scar¬ 
city will disappear in the long run. Land is scarce both in 
the short and the long periods. Rent earned by the former 
is. therefore, temporary and is known as quasi-rent. 

Site Rent: Rent of building sites does not depend on 
their fertility but on their situation. Pieces of land which 
are better situated from the point >of view of residence or 
office will earn more than plots which are less advantage¬ 
ously situated. 
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INTEREST 


DEFINITION. 

Until recently interest was defined as the price 
paid for the use of capital. In this definition capital 
referred to liquid capital or money capital j the borrower 
of money capital spent it on capital goods. There is a 
snag in this because the borrower may spend money 
instead on services. It is more customary now to define 
capital as the price paid for the use of loanable funds. The 
lender receives interest for foregoing the use of the funds. 

There are two elements in interest: (a) payment for risk 
and (b) payment for the use of money. . To the economist 
pure interest is the sum of money that the lender receives 
from the borrower which involves no risk. This is also 
known as net interest. Gross interest includes net interest 
and such other factors as the remuneration i for risk. Every 
loan carries a risk with it. The borrower may fail to repay. 
It includes also the payment for work done by the lender. 
He has to keep accounts and remind the borrower about the 
payments, etc. 

DETERMINATION OF THE RATE OF INTEREST : 

Interest, like any other price, is determined by the inter¬ 
action of demand and supply. Let us analyse these two 
for us. 

* 

Demand for Loans : The demand for loans comes from 
individuals, firms/ and Governments. The reasons why there 
is a demand for loans are : 

a. Transaction. Individuals, firms or Governments may 
need funds to buy goods and services. Funds we borrowed 
for this purpose when they spend in excess of their income. 
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b. Precaution : Funds may be needed to meet unfore¬ 
seen contingencies. Wisdom 'requires the U holding of funds 
for this purpose. 

c. Speculation : Firms and individuals require funds 
to speculate. If they expect the rate of interest to rise they 
will hold funds in order to lend them out at higher rates of 
interest. The Government may borrow funds e in order to 
finance a war or development schemes. The rate of interest 
does not affect much the Government’s demand for funds for 
war purposes because a war must be fought and funds must 
be gathered whatever the cost. In the case of other kinds 
of demand for loans the rate of interest has considerable 
influence. For example, a businessman's demand for loans 
is responsive to changes in the rate of interest. Higher 
rates of interest means lower demand for loans and vice 
versa. 

SUPPLY OF LOANS : 

Loans are offered by various agencies : 

(a) Individuals may lend when they have saved or obtain¬ 
ed funds by the sale of assets, borrowing or inheritance, 
(b) Businessfirms can lend when they save, i.e., when their 
receipts exceed expenditures including dividends, (c) Bank 
loans constitute a large part of the supply of loanable funds. 
Banks can increase it by granting more loans. The supply 
of loanable funds is also responsive to changes in the rate of 
interest. When the rate is higher it is reasonable to 
suppose that a larger supply will be forthcoming and a lower 
rate will similarly discourage lending. 

The rate of ‘interest will be determined at the point 
where the demand for loanable funds is equal to the supply 
of loanable funds. If the rate of interest is high the demand 
for funds will be lower than the supply of funds. On the 
other hand, if the rate is low the demand “for funds will be 
greater than their supply. In the former case the rate will 
fall and in the latter it will rise. The rate of interest wil 1 
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settle at a point where the two sides are equal to each other. 


This is illustrated in the 

following table : 


Demand for loanable 

Rate of Interest 

Supply of loan¬ 

Funds 


able funds 

Rs. 10 Crores 

8 P.C. 

Rs. 100 Crores 

Rs. 20 „ 

6 P.C. 

Rs. 90 

Rs. 40 • „ 

4 P.C. 

Rs. 75 „ 

Rs. 60 „ 

2 P.C. 

Rs. 60 „ 

Rs. 80 „ 

1 P.C. 

Rs. 40 

In the above Table, 

as a result of 

the interaction of 


the two forces the rate of interest is determined at 4 p.c. 
where the demand for loanable funds is equal to their 
supply. 

Liquidity Preference : Lord Keynes formulated the 
liquidity preference theory. According to this theory people 
prefer to keep their wealth in a more liquid form to a form 
which is less liquid. Currency is the most liquid form. People 
want to hold money for different reasons Keynes has 
divided the motives for holding money into three categories, 
(a ) transactions motive, (b) precautionary motive, and 
(c) speculative motive. The rate of interest, according to 
Lord Keynes, is the reward for parting with liquidity. 
The three motives listed above make people want to hold 
liquid money. Therefore, if they are to be induced to part 
with it, a reward has to be paid. The reward is interest. 

Differences in the Rate of Interest: Causes : There is 
no one rate of interest in a country. Rates differ with 
different types of loans. The chief reason for these dif¬ 
ferences are the differences in risks. Loans tarrying less risk 
have low rates of interest while more risky loans have higher 
rates. People are willing to lend the government at low rates 
because it is certain that interest well be paid regularly. 
Among businessmen and, firms those who are will known for 
prosperity and stability can acquire loans at low rates 
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whereas unknown and small firms have to pay higher rates. 
These individuals and firms are usually unable to furnish 
adequate securities. 

Risks also involve trouble and work for the lender. The 
lender naturally expects to be remunerated for the trouble 
he has to take or the work he has to do in connection with 
loans. Thus loans involving hard work and great deal of 
trouble have higher rates than those involving ‘ less trouble 
and work. 



CHAPTER 15 PROFIT 


I. MEANING : 

Profits constitute the remuneration of entrepreneurs for 
their services in production. Profit can be defined as the 
price paid by the society to organisers of business for their 
services. It is a distinct form of income. It is not contractual 
as are wages, rent and interest. The prices of labour and 
other factors of production are determined beforehand ; 
whatever the revenue these factors have to be paid. There 
is no such guarantee or surety about profits. Profits are 
residual income. The residue after paying the other three 
factors of poduction goes to the organiser ; if there is 
nothing left of the revenue of the firm the organiser gets 
nothing. 

Gross and Net Profit: The total sum which remains 
after the other factors are paid* is the gross profit. Certain 
sums have to be deducted from gross profit in order to 
arrive at net profit. It is after the case the entrepreneur 
invests his own capital in the firm or uses his own land in 
the business. The interest on that capital or the rent of 
that land has to be deducted from the gross profits. What 
remains is his net profit. 

II. ELEMENTS IN PROFIT : 

a. Earnings of management. The entrepreneur manages 
the whole business. He hires the factors of production, 
plans production and distributes revenue among the factors. 
He is paid for these functions which are connected with 
management. 

b. Reward for risk-taking. Modern production involves 
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a great deal of risks. Some of these can be insured against. 
But the main risk, that of uncertainty, is non-insurable and 
has to be faced by the organiser. Production is carried on in 
anticipation of demand. If demand falls everything is lost. 
The entrepreneur has to be remunerated for this risk¬ 
taking. 

c. Monopoly Gains : If an organiser can secure a mono¬ 
poly or semi-monopoly position either by obtaining a patent 
or by combinations he can take all the advantages of that 
position. He can then restrict output, raise the price and 
get higher profits. 

d. Chance Gains : Unforeseen events, like a war, may 
raise prices. As a result, the organisers get higher profits. 

Normal Profits : The first two elements, viz., earnings 
of management and reward for risk-taking, constitute the 
organiser’s normal profit. It is a cost of production be¬ 
cause unless at least this sum is paid the organiser will not 
perform his functions. As we have seen earlier, in perfect 
competition in the long run all firms get just normal profits. 



CHAPTER 16 MONEY 


MEANING OR MONEY 

Money is as money does : In early days trade consisted 
in exchanging goods for goods. Such a system of exchange 
is called the barter system. It was perhaps adequate for the 
needs of the day when society was simple and comparativly 
little trade took place. The barter system suffers from 
disadvantages which make it unsuitable for the complex 
modern economies. For one thing it depends on the 
existence of a double coincidence of wants. This means, for 
example, if I want to exchange my fountain pen for cloth, I 
must not only find a person with cloth but a person possess¬ 
ing cloth who wants my pen. Otherwise there will be no 
exchange transaction again, the barter system becomes 
unsuitable where there are goods which cannot be divided 
without loss of value. Take a watch-maker who wants to 
exchange a watch for a pound of bread. Since the value of 
the watch is much greater than that of a pound of bread, 
transaction between the watch-maker and the baker is bound 
to fail. These difficulties are removed if money is introduced 
as a medium of exchange and the value of commodities is 
expressed in terms of money. 

But what is money ? Money is one of those things 
which reveal their nature in their functions. , Thus it has 
been said, 'Money is as money does.* A customary definition 
is that money is anything which acts as a medium of 
exchange, a measure of value, a standard of deferred pay¬ 
ments and a store of value. It is, of course, implied that 
money must be something which should be generally 
acceptable to all in the community. 

M.C.P—7 
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Functions : The first function of money is that of a 
medium of exchange. We have seen that money originated 
in the need for a medium of exchange is suitable to modern 
communities. Money makes exchange transactions easier 
by separating exchange into two distinct acts of buying and 
selling. It is no longer necessary, as in the barter system, 
that the seller should also buy the buyer's goods, or vice 
versa . This facility has assisted the development of trade. 

The second function of money is to serve as a medium 
of exchange. In other words, it acts as a unit in terms of 
which the relative values of different gjods are expressed. 
Without money it would be an almost impossible task to 
determine the relative values of goods which enter into 
exchange transaction. We would have to determine relative 
values for every act of exchange. Thus in the barter system 
the determination of relative values would involve a great 
deal of waste of time and energy. It would also hamper 
production on a large scale as in this kind of production 
producers have to pay wages, interest and rent long before 
commodites ‘are actually placed in the market. Only in an 
economy in which money is used can the relative values be 
anticipated. In the barter system they cannot be known 
beforehand. 

Another—the third—important function of money is 
to act as the store of wealth. This refers to saving which is 
so vitally necessary in modern economies. We save money. 
It is well-nigh impossible to save anything else for a long 
time. Long storage deteriorates mpst commodities. Money 
is thus the only commodity which is suitable for saving. 
Even if other commodities could be stored for a long time 
storage would be most inconvenient. It would, therefore, 
hamper capital formation and productivity. 

The fourth function of money is that of a standard of 
deferred payment. Payments are often deferred, i.e., post¬ 
poned to a future date. These deferred payments are fixed 
in terms of money. For example, when a person buys some 
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.goods and instead of paying for them immediately promises 
to pay at later date, the value payable is determined in 
terms of money. Thus money, in its capacity as a standard 
«f deferred payments, facilitates borrowing and lending. 
■Credit is vitally important for large-scale production. The 
modern credit system and the modern complex production 
system are unimaginable without money. 

We can hawe some idea of the role played by money in 
modern economies from the foregoing analysis of the func¬ 
tions of money. The use of money is linked up with all the 
pillars of the modern economy—specialisation, large-scale 
production, trade and exchange, capital accumulation 
through saving, etc. 

VALUE OF MONEY AND CHANGES IN PRICE LEVEL 

I. Meaning of Value of Money : The values of differ¬ 
ent commodities are expressed in terms of money. The 
value of money, however, cannot be shown in terms of 
money ; it can only be seen indirectly through the prices 
of commodities. Money is wanted because it can buy goods 
and services ; it has a purchasing power. Thus value of 
money means the quantities of goods and services a unit of 
money can buy. 

The purchasing power of money depends on the general 
prices or the price level. If the price level in a country falls, 
a unit of money can buy a larger quantity of goods than when 
the price level was high. The value of money, therefore, is 
higher now than before. If the price level rises, a unit of 
money will buy less and the value of money will fall. Thus 
value of money and the price level move in opposite direc¬ 
tions. In other words, they have an inverse relationship. 

The price level constantly fluctuates. It is always rising 
or falling, sometimes sharply, at other times slowly. It 
rarely remains constant for any considerable period. 

II. Index Numbers : It is possible to measure the 
changes in price level by constructing index numbers. These 
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numbers campare the prices of important commodities at 
one time with prices of these commodities at another time. 
Since it is impossible to compare all individual prices the 
overall movements in prices as a whole has to be considered. 
The term price level means an average of all individual prices. 

A certain period is taken as the base period and the number 
100 is assigned to the base year. The price^ levels of the 
periods during which the value of money is being measured 
are then compared with the base year's number. If the 
index numbers show a rise above the base year the value 
of money is lower. If, on the other hand, they show a 
decline compared to the base year the value of money is 
greater. It is necessary, however, to pay attention to the 
relative importance of the commodities chosen in the index 
otherwise the index will have no meaning. Rice, for 
example, is much more important in our economy than 
coffee. If the price of rice increases and the price of coffee 
decreases by the same percentage there is no change in the 
index number. Really, however, the fall in the price of 
coffee does not compensate for the rise in the price of rice. 
This difficulty is overcome by multiplying the price of each 
commodity by a “weight” indicating its importance. A 
weight may be anything. In the case of price index numbers 
we may take the number of units sold. 

III. Quantity Theory of Money : This theory seeks to 
explain why general prices rise and fall from time to time 
in a country. According to the quantity theory a change 
in the price level is caused by a change in the supply of 
money. It asserts that the value of money is determined 
by the demand for, and the supply of money. It is assumed 
that the demand for money remains constant when the 
supply of money is increased. Therefore, the value of 
money falls as the price level rises. The theory in fact 
states that an increase in the quantity of money produces 
a proportionate increase in prices. 

The demand for money refers to the exchange transac 
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tions (T) in goods and services in the market. Money is 
wanted for these transactions and therefore these transac¬ 
tions can represent the demand for money. T is assumed 
to be constant. • 

The supply of money consists in part of nqtes and coins 
(M) in circulatiort and In part of credit (M'). This, 
however, does not give us the full picture of the supply of 
money. Something else has to be included. A unit of 
money is used over and over again during a period. It is 
constantly changing hands. The number of times it changes 
hands is known as its velocity of circulation (V). This has 
to be considered because an increase in it has a similar 
effect to an increase in the quantity of money. Therefore, 
M must be multiplied by its velocity of circulation. If, for 
example, the quantity of money, i.e., notes and coins in 
existence were Rs. 1000 crores and all units had changed 
hands on an average, 20 times during the year, the total 
quantity of money would be Rs. 1000 crores x 20= 
Rs. 20,000 crores. Similarly, credit has to be multiplied by 
its velocity of circulation (V ). The total of thdse two parts 
will be the total supply of money. If this total supply of 
money is increased by a given percentage, demand remain¬ 
ing constant, the price level will increase by the same 
percentage. 


The essentials of this theory is usually expressed in the 
following equation: PT —MV+M^Y. PT is the total 
amount received as prices of the commodities in the 
transactions. MV+M V^, the total supply of money, 
represent the total amount spent on commodities. The two 
sides of the equation are necessarily equal. This equation 


can be re-written as P = 


mv+my 


-. T or transactions in 


goods and services represent the demand for money. If T 
or demand remains constant and MV + MV' or the total 
supply of money is increased by a certain percentage P or 
price level will increase by the same percentage. This 
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equation is known as Fisher’s quantity equation after Proi. 
Irving Fisher, a famous American economist, who for¬ 
mulated it. 

Criticisms : 

a. The theory explains the problem from the angle of 

supply and ignores demand. T Is incorrectly assumed to 
remain constant. « 

b. It cannot explain the way in which the value of 
money is really determined. It explains only the changes 
in the value of money after a price level has been 
established. The theory, however, contains some truth. 
It points out the fact that there is some relation between 
the value of money and its supply. 

IV. Inflation and Deflation : Inflation means a period 
of generally rising prices. A period of falling prices is 
described as deflation. The cause of inflation is considered 
to be the excess of the total flow of purchasing power 
coming into the market over the supply of goods. When, 
on the other hand, total purchasing power or spendings 
fall relative fo the supply of goods, prices tend to decline— 
a period of deflation sets in. General prices or the price 
level is determined by the aggregate demand or the total 
expenditure on consumers’ and capital goods and aggregate 
supply of goods and services. When the total money 
demand rises, more money income is spent on goods and 
services. If the supply of these goods and services are not 
increased to the same extent, the rise in the level of money 
incomes relative to the supply of goods will result in rising 
prices. 

The main contributory factor responsible for inflation is 
thus the rise in expenditure relative to the current supply 
of goods. Inflation, therefore, occurs when total expendi¬ 
ture or money supply continues to increase even after all 
the resources are fully employed. After the full employ¬ 
ment point has been reached a further increase in aggregate 
demand can only raise prices. So long resourses are idle. 
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an increase in money supply or total expenditure will 
increase the supply of goods and there will be no inflation. 
In backward countries, however, inflation may occur even 
before this full employment point is reached. In the under¬ 
developed countries usually some important factors are 
scarce so that production cannot be increased easily. 
If money supply is increased more than proportionately 
prices will tend to rise. This kind of situation is often 
described as partial inflation. 

Galloping Inflation is a situation where prices rise 
very steeply. An initial rise in prices lead to an increase 
in wages and costs which in their turn raise prices still 
farther. 


Effects of Changes in Price Level 

Effects of Inflation : Inflation causes definite changes 
in the different branches of the economy. In the following 
paragraphs we shall analyse some of the effects of inflation 
on different aspects of economic activity. 

a. Debtors and Creditors : Inflation benefits debtors 
at the expense of creditors. Suppose a person lends a sum 
of Rs. 500 to another person and is promised repayment 
after a year. If in the meantime prices rise, the debtor will 
pay back the same amount of money but the purchasing 
power of that sum will be less than what he had received. 

b. Salary and other fixed income earners suffer 
during an inflation because their money incomes buy less 
than what they did in the pre-inflation period. 

c. Investors in real estate and stocks make huge profits 
during inflation. Prices have risen after their perchase 
whereas the costs have not risen so rapidly as prices. 

d. Output and Employment: Mild inflation often 
stimulates economic activity. Since firms are making good- 
profit employment increases and output is expanded. 
Of course the fixed income earners suffer to some extent 
but their losses are less than the gains of the society. A 
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sharp rise in prices, however, is not beneficial to the 
economy. Some firms start hoarding goods and this prevents 
other firms from producing. 

e. Saving is discouraged because in inflation the value 
of money falls drastically. 

Thus from the point of view of the society as a whole 
inflation leads to an unequal distribution of r^al incomes. 
We have seen that wage-earners and other‘fixed income 
earners suffer while businessmen tend to gain. Therefore, 
the bulk of the people become worse-off during the inflation 
period. 

Effects of Deflation : Deflation or falling prices are a 
dangerous phenomenon. Fall in prices endanger profits. 
Output is restricted and unemployment follows. The 
economy soon reaches a point where there is very little 
economic activity. This situation is described as depres¬ 
sion. Profits are reduced during falling prices because costs 
do not change so rapidly or in the same proportion as 
prices. 



CHAPTER 17 BANKS 


Banks are institutions dealing in credit or money. They 
take deposit^ from the people and lend these deposits to 
l3usinessmen f industrial firms and individuals. In modern 
economies a major part of all transactions are carried out 
through bank credit. 

Modern banking has its origin in the practice of keeping 
surplus money in safe deposits. In seventeenth century 
England wealthy people used to deposit their valuable 
assets with the goldsmiths who had vaults and strongrooms. 
They were considered to be men of integrity. The deposi¬ 
tors were given receipts indicating the value of the deposits. 
Soon it was realised that these receipts could be used as a 
medium of repayment of loans. The debtor handed over 
to the creditor the goldsmith's receipts and fhe ownership 
of the assets deposited was transferred to the creditor. 
Before long these receipts were being passed on from hand 
to hand and rarely did any one come to the goldsmiths 
demanding repayment of gold. The goldsmiths realised that 
they could lend these deposits to ether people and earn 
interest. Later they began to pay interest to depositors in 
order to attract more deposits. This was the beginning of 
modern banking. 

Functions of Banks : 

1. Accepting Deposits : Sums of monpy on deposit 
account are accepted by banks. Deposits are obligations 
of banks to honour drafts drawn on them. Depositors 
can withdraw their deposits by cheques which have now 
become important media of exchange. There are two 
kinds of deposits: demand deposits and time deposits. 
Demand deposits can be withdrawn by cheques without 



100 


ECONOMICS. 


notice. Time deposits can be withdrawn only after a 
notice of withdrawal has been given by the depositor.. 
Demand deposits form an important part of the media of 
exchange in a modern economy. 

Deposits are created in the following ways : (a) A 

customer may make a payment in cash into his deposit 
account, (b) When a customer is granted ai\ overdraft 
he can draw cheques for this amount, and when the payees 
receive these cheques they deposit them into their own. 
accounts. In this way total deposits are increased to the 
extent of the value of these cheques. Thus it is said that 
“loans make deposits", (c) A bank may buy securities 
and pay for them by drawing cheques on itself. The 
payee’s deposit account is increased and total deposits are 
increased in this way. 

2. The Issue of Bank Notes: One of the main 
features of a bank is that it creates media of exchange. A 
bank note is a debt which the bank owes to the bearer of 
of the note. The notes are pointed in different denomina¬ 
tions. Thus Jie Reserve Bank of India issues notes in such 
convenient denominations as 2, 5, 10 etc. When a five- 
rupee note is issued by the Reserve Bank it is a promise 
by that bank to pay the bearer of the note Rs. 5 on demand. 
The right to issue notes is now the exclusive right of one 
bank, the central bank of the country ; ordinary banks are 
allowed not to issue bank notes. 

3. Grant of Loans to Customers : A bank is said to 

grant a loan to a customer when it gives him a sum of 
money on the understanding that he will repay it plus the 
interest at a later date. Advances can be granted in the follow¬ 
ing ways : (a) By loans, (b) By overdraft. The borrower 

may be permitted by the bank to draw a certain amount in. 
excess of the amount standing to his credit in his current 
account, (c) By Discounts. A borrower can give his 
promissory note to the bank and ask for loans. For exam¬ 
ple a promissory note for Rs. 5000 payable in six months 
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is given by the borrower. The bank will give him Rs. 5000* 
deposit or other media of exchange less interest for six 
months. 

4. Agent for Customers : Banks also perform some 
miscellaneous services for their clients. Some of the 
important services are : (a) Banks, on instructions from the 
client, buy or sell Stock Exchange Securities ; (b) act as 
trustees ; (cj issue travellers’ cheques, bank drafts, etc. r 

(d) keep in safe-custody valuables and important documents 

(e) conduct foreign exchange business. 

5. Investments : Banks not only grant loans and discounts 
and acquire credit instruments but they invest in securities 
also. Banks purchase bonds and other securities from the 
securities market. In advanced economies investments by 
banks have increased to a great extent. 

Limitations on the Power of Banks to Create Credit 

We have seen the way in which bank loans increase 
deposits. As a result of this increase doposits exceed the 
total amount of cash. This is possible because banking is 
conducted on the assumption that all the depositors will 
not demand cash and this is true so long as depositors have 
confidence in their banks’ capacity to pay cash. Thus the 
banks cannot let their cash reserves fall below what is 
considered to be the safe-level. They try to maintain a 
cash ratio, i.e., a ratio between their cash reserves and 
deposits. This particular limitation in its turn produces 
another limit to credit creation. It is limited by the amount 
of cash in existence. Clients have to furnish some kind of 
collateral securities otherwise banks refuse to grant loans. 
Credit creation is, therefore, limited by the amount of 
these securities available to borrowers. 

Central Banks : In most countries there is a central 
bank. India’s central bank is called the Reserve Bank of 
India, England’s the Bank of England, in France it is the 
Bank of France and in the U.S.A. the Federal Reserve 
System acts as the central bank. A central bank is placed 
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at the top of the banking system of a country as the con¬ 
troller and regulator of all other banks. It carries out the 
monetary policy of the country and the stability of the 
financial structure depends on it. It is, therefore, a non¬ 
profit public institution. 

Why is such a bank necessary ? The importance of 
credit in a modern industrialised economy cannot be gain¬ 
said. The supply of money is controlled by the banking 
system. But the banking system consists of various kinds 
of banks. The lending policies of these banks therefore 
have to be co-ordinated and made to conform to the nation's 
monetary policy. Inflation and deflation have to be 
avoided. Suitable monetary policies which are in the best 
interest of the country can only be effectively implemented 
if there is a central bank controlling all other banks. 

A central bank may be a state-owned bank or a share¬ 
holders' banks. State ownership of the central bank is pre¬ 
ferred by many countries because it is felt that the control 
of finance should not be left at the mercy of a few share¬ 
holders : the most important financial institution of the 
country should be state-owned and managed. The Reserve 
Bank of India and the Bank of England are state-owned 
banks. 

Functions of Central Banks : The main object of the 
central bank is to maintain the stability of the financial 
structure with a view to keep the general level of prices 
and money incomes fairly stable. It also takes suitable 
monetary measures to promote economic activity and 
employment and to avoid deterioration in business and 
production. In order to fulfil these objectives it has to 
perform its one prime function —the control of the country's 
supply of money and credit. In the following paragraphs we 
shall discuss the specific functions of a Central Bank. 

1. Note Issue : The right to issue notes has been given 
exclusively to central banks. A central bank has to keep 
certain reserves against notes issued by it. These consist 
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in part of gold certificates or gold and gevernment 
securities. This is done to check any temptation to increase 
note issue to an unlimited extent. The central bank main~ 
tains some elasticity in the issue of note currency. If 
people want more notes they draw them out of their banks. 
The banks’ store of cash is then depleted and in order to 
replenish it they draw on the central bank. They may 
borrow from the central bank against government securities 
or promissory notes which they had discounted for their 
customers. The central bank is then enabled to issue more 
notes against these securities and credit instruments. 

2. The central bank acts as the Qovemmenfs bank. It 
receives the proceeds of taxation and makes payment for 
the government. It pays interest on government loans. It 
lends money to the government. It manages the public 
debt and launches new loans on behalf of the government. 

3. The central bank acts as the bankers' bank. The 
ordinary banks have to keep a certain percentage of their 
deposits with the central bank. It is the “lender of the last 
resort." The other banks can always depend on the central 
bank for loans to tide them over difficulties. 

4. Control of Credit: The prime function of a central 
bank is to control money supply and credit. If business is 
deteriorating and unemployment is becoming acute the 
central bank will expand credit. If, on the other hand, 
there is too much credit and money causing inflationary 
pressures it will try to contract credit and money supply. 
Let us now turn to the methods by which it tries to 
accomplish these. The methods adopted to control credit 
are : Variation of the bank rate, open market operations, 
variation of reserve requirements and selective credit 
control methods. 

a. Variation of the Bank Rate : This is one of the 
ways in which the central bank influences the amount of 
bank reserves. By “bank rate" we mean the rate at which 
the central bank lends to the other bank or rediscounts 
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their credit instruments like promissory notes. When the 
bank rate is raised ordinary banks are discouraged from 
borrowing from it. Conversely, low rates encourage 
member banks to borrow and increase their reserves. 
When reserves increase the banks’ lending capacity also 
increases. 

b. Open Market Operations : Buying and ^ selling of 
government bonds by central banks can affect the supply 
of credit in the economy. If the central bank purchases 
government bonds for Rs. 1 crore bank reserves are in¬ 
creased by Rs. 1 crore. This is because the central bank 
buys these securities either from the other banks or from 
the banks’ clients. Conversely, when the central bank wants 
to reduce credit supply it sells securities. Reserves flow 
into the coffers of the central bank from the other banks 
thereby reducing the lending capacity of these banks. 

c. Variation of Reserve Requirements : As we have 
seen the ordinary banks have to keep a part of their 
demand and time deposits with the central bank. It can 
affect credit supply by changing the resereve ratios. For 
instance, if the central bank wants to increase credit it can 
cut reserve ratios. The other banks will now have to keep 
less deposits with the central bank thus having more to 
lend. If it wants to contract credit it does the reverse. 

d. Selective Control : Apart from control over the 
reserves of the other banks the central bank can control 
and restrict credit for specific uses. If the economic 
policy of the government so desires the central bank can 
favour one industry against another. Selective credit control 
also includes prescribing margin requirements to prevent too 
much credit from flowing into a particular industry. In 
India, for example, the Reserve Bank of India restricted the 
grant of loans against food grains. 

e. Moral Persuasion : The central bank may persuade 
the other hanks to follow its advice regarding grant of 
loans. If there is close co-operation between the central 
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bank and other banks this kind of persuasion becomes very 
effective as a method of credit control: 

5. The central bank buys and sells foreign currencies 
in exchange for the home currency at fixed rates. It is 
responsible for maintaining the external value of the 
■country’s currency. 

6. Miscellaneous functions : (a) The central bank 
acts as a clearing house for the commercial banks. At the 
clearing house the commercial banks offset cheques drawn 
on each other, (b) It gives advice to the government on 
important matters of finance and economic policy, (c) It 
publishes periodically reports on different aspects of the 
economy, (d) It sometimes undertakes functions of a 
■developmental nature. For instance the Reserve Bank of 
India looks after moral credit. 



chapter i8 PUBLIC FINANCE 


I. THE NATURE OF PUBLIC FINANCE—Public 
finance studies the revenues and expenditures of public 
authorities including governments and local bodies. In 
former times public finance was confined to the study 
of the art of raising money to maintain the government 
depertments and to finance wars. But modern public 
finance has a much wider scope. The nature and extent 
of the activities of the state have changed. The state 
now performs a variety of functions, especially in the 
economic field. In many countries the State is responsible 
for economic development, the maintenance of full 
employment, the maintenance of a stable price level, and 
directly managing important industries. In the educational 
and cultural fields also it has many responsibilities. All 
these have necessitated a vast increase of both revenues 
and expenditures of the government. Public finance has- 
become a most important branch of economic studies. 

The. principles of public finance have undergone a 
change also. According to the old principles the govern¬ 
ment should keep expenditures to a minimum and taxes 
should be levied in such a way as not to interfere with the 
existing economic structure. The government should also 
strive to balance'the budget. Modern economists, however, 
advocate that public expenditure and taxes should be 
employed for economic growth and stability. These should 
also be used to bring about a more equalitarian distribution 
of income. Fiscal policy—government’s texation and expendi¬ 
ture policies—should aim at avoiding and correcting infla¬ 
tionary and deflationary tendencies. 
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II. TAXES AND SOURCES OF REVENUE—A tax is 
a compulsory payment made by individuals to the State for 
which no particular benefit is given. No one is given any 
special benefit on the ground that he pays taxes. The 
citizens desire only general benefits from the state. 

Fees are also an important source of revenue. A fee is 
levied in return for services performed by the state for 
particular individuals. It differs from a tax in that it is levied 
for special benefits granted by the state whereas only 
'general benefits are given in return for taxes. 

A third source of revenue is the prices. A price is 
changed for the sale of a good or service supplied by the 
government. In most countries the government owns and 
manages some businesses. The revenue it receives from 
these enterprises is regarded as price. A price is not a 
compulsory payment as the taxes. If a person does not 
want to travel by the railway he is not compelled to pay the 
price for a ticket. 

DIRECT AND INDIRECT TAXES—Taxes can be 
divided into direct and indirect taxes. A direct tax is 
one whose burden is borne by the tax-payer. He cannot 
shift its burden to other people. An income tax is an 
instance of a direct tax. The person who pays income 
tax has to bear its burden ; he cannot shift it to others. 
When, on the other hand, the burden or the incidence of a 
tax can be shifted to others it is regarded as an indirect tax. 
The sales tax is an indirect tax because sellers, although it 
is collected from them, pass it on to consumers by 
changing higher prices—the taxes are included in the prices 
of goods they sell. This distinction, however, may not 
always be clear cut. For instance, although an’import duty 
is considered to be an indirect tax, the importer may some¬ 
times fail to shift the burden of the duty and has to bear its 
burden. 

Merits and Demerits of Direct Taxes : (a) The rate of 
direct taxes can be increased. They are, in other words, 

M.C.Jfc\—8 
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progressive taxes. The rates of income tax can be increased 
with increases in the incomes of the tax-payers. The rich, 
therefore, have to pay more in taxes than the poor who are 
often exempted from payment. A direct tax, in this respect, 
is equiliterian in nature, (b) The money burden of the 
direct taxes is known and certain, (c) The cost of collec¬ 
tion of direct taxes is low. They are, therefore, economical. 

(d) Direct taxes are elastic. When the goverment needs 
more money the races can be increased, and when it wants 
the people to hold more money it lowers the rate of tax. 

(e) Some direct taxes yield large revenue. They are produc¬ 
tive. (f) Lastly, it increases the citizens’ sense of 
responsibility and civic consciousness. Citizens feel the 
burden of a direct tax and this takes a direct interest in the 
government’s activities and in government finance. 

Demerits, (a) Direct taxes are often inconvenient and 
unpopular because they have to be paid in lump sums, 
(b) The temptation of avoiding direct taxes is very great. 
Thus it has been said that it is a tax on honesty, (c) Direct 
taxes may adversely affect economic enterprise. If income 
tax and other direct taxes take away a large slice of 
businessmen's wealth they may not invest more or expand 
their enterprises. 

Merits of Indirect Taxes, (a) Indirect taxes are paid 
by all sections of the people. Everyone, whether rich or 
poor, contributes something towards the support of the state. 

(b) They are convenient. One does not feel that one is 
paying a tax because sums paid as taxes are small, 

(c) Indirect taxes on undesirable articles like wine, etc., 
prevent their consumption by the people, (d) Some 
indirect taxes yield considerable revenue, specially those 
levied on goods having inelastic demand. Even if the prices 
of these goods rise due to tax the demand for them will not 
decline much. 

Demerits, (a) The most important argument against 
indirect taxes is that it is inequitable. These taxes are 
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usually levied on necessities like food, clothing, etc. > Since 
the poor spend most of their incomes .on these goods they 
become worse off due to the indirect taxes. These taxes do 
not constitute any burden for the rich, (b) Indirect taxes 
levied on goods which have elastic demand do not yield 
much revenue, (c) The cost of collecting these taxes is 
•often comparatively high. 

It is obvious from the analysis of the merits and demerits 
of the two kinds of taxes that the direct tax is to be 
preferred to indirect taxes. It is not suggested that there 
should not be any indirect tax but that the major part of 
the government's revenue should be raised from direct 
taxes. Justice and equalitarian considerations justify this 
argument. 

ADAM SMITH’S CANONS OF TAXATION— 
Adam Smith ( 1723-90 ), the founder of modern 
economics, laid down certain rules concerning taxes for the 
guidance of taxing authorities. These rules or canons are 
enumerated below : 

a. Canon of ability or equality. Adam Smith said 
that everyone should contribute towards the support of the 
state according to his ability to pay. “The subjects of 
every state ought to contribute towards the support of the 
government as nearly as possible in proportion to their 
respective abilities ; that is, in proportion to the revenue 
which they respectively enjoy under the protection of the 
state." The capacity to pay, therefore, should decide 
whether one should pay more or less than others. Those 
who are more able to pay taxes should bear a greater burden 
than those who are economically less advantageously 
situated. 

b. Canon of Convenience. The amount of tax 
which a person has to pay should be certain and not 
arbitrary. 

c. Canon of Economy. This rule implies that the 
cost of collection ox a tax should be kept to a minimum. 
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No tax is justified whose cost of collection absorbs a large 
part of the proceeds of that tax. 

PRINCIPLES OF TAXATION: PROPORTIONAL 
AND PROGRESSIVE TAXES. 

Taxes impose a burden on the tax-payers. All taxes 
have to be paid out of incomes, past or present, of the 
people. One important problem facing, the taxing 
authorities is to determine the way in which‘'this burden is 
to be distributed among the different sections of the people. 
In connection with the possible methods of distribution of 
this burden we may analyse the principles of proportion 
and progression in taxation. A tax may be progressive or 
proportional, regressive or degressive. 

Proportional Taxation. A proportional tax is one 
which takes away the same percentage of income in taxes, 
whatever the income. There is one flat rate of tax on all 
incomes. For instance, in the proportional tax system, 
there would be one rate of tax, say 5%, whether the income 
is low or high, rising or falling. It is thus a tax which 
imposes a bifrden which is proportional to the tax-payer’s 
income. 

Progressive Taxation. The rate of a progressive tax 
increases as taxable income increases. Usually incomes 
below a certain limit are exempt from taxation but when 
incomes become larger a greater burden has to be borne, 
i.e., higher rates have to be paid. 

Regressive Tax. The reverse of a progressive tax is 
regressive taxation. In this case the rate decreases as 
incomes increase. 

Degressive Tax. The rate of tax, in this case, increases 
but at a slower rate than the incomes. 

ARGUMENTS FOR PROGRESSIVE TAXATION 

It would not be an exaggeration to say that most 
economists prefer progressive taxation to proportional 
taxation. The principal objection to proportional taxation 
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is that it is inequitable. If the rate of tax is the same regard¬ 
less of the size of income, the burden of taxes would be 
unevenly distributed. The poor would bear comparatively 
a greater burden than the rich. Suppose in a proportional 
tax system the rate is 10 p.c. on all incomes. In such a 
case a person earning Rs. 100 would have to pay Rs. 10 
while another person earning Rs. 10,000 would have to pay 
Rs. 1000 in taxes. The former, a poor man, obviously makes 
a greater sacrifice. It is mainly because of this inequitable 
character of the system that we object to proportional 
taxation and prefer progressive taxation. The main argu¬ 
ments in favour of progressive taxation are enumerated 
below : 

a. The advocates of progressive taxation justify it on 
the ground that as a person’s income becomes larger his 
ability to pay taxes increases at a higher rate than income. 
Thus by raising the rates this system satisfies the principle 
of equality or Adam Smith’s canon of ability to pay. 

b. Another justification lies in the fact that as money 
income increases the marginal utility of money income 
diminishes. The last units of a money income of Rs. 1000 
are less important than those of a smaller income, say, 
Rs. 100. Therefore it would not constitute a great sacrifice 
for the rich if they are asked to pay higher rates of taxes. 
A poor man spends all his income on necessities of life and 
so a tax is more burdensome to him than to the rich. Thus 
as Prof. Pigon points out, progressive taxation involves the 
least aggregate sacrifice. If the government revenues were 
raised equally from the rich and the poor, the total sacri¬ 
fice would have been much greater. 

c. Socialist economists like Hobson argued that most 
high incomes contain unearned income. High rent, for 
instance, is due to the fixity of a factor and not due to any 
hard work on the part of the rent- earner. Therefore, the 
government would be justified in taxing these incomes 
heavily. 
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d. The rich is left with a large surplus after fulfilling 
his want for necessary goods while the low incomes of the 
poor cannot satisfy even all the basic economic needs. 
Under the circumstances any addition to poor peoples" 
income will be spent on consumption but the rich will save 
most or all of the additional income. The propensity to 
consume is low in the case of the rich. Therefore higher 
rates of taxes can easily be levied on the rich. 

e. Progressive taxes are well suited for the purpose 
of reducing economic inequality. In some countries 
specially in the U.K., they have been used for this purpose. 

One should not, however, be blind to the possible 
dangers of progressive taxation. High rates of taxation 
may sometimes reduce the desire to save and to invest. 
They reduce profits and this may cause reduction of the 
incentive to produce. 

PUBLIC DEBT 

Loans taken by the government constitute a source of 
public revenue. Governments borrow when some special 
and large expenditure is necessaTy and the ordinary sources 
of revenue such as taxes cannot supply it. Public debt, 
as these loans are called, is incurred for financing wars or 
economic development or other costly projects. In many 
countries public debt is increasing. In India, for instance 
public debt is incurred for financing the various develop¬ 
ment projects under the 5-year plans. 

Classification: Public debts have been classified in 
various ways. It is usual to distinguish between productive 
and unproductive debt. Productive debts are those which 
produce an income from which the loans can be repaid. 
Loans for financing economic projects are productive. 
Unproductive debts have no assets against them, e.g., loans 
to finance wars. Such loans do not increase productivity 
of the country. 

Distinction is also made between funded and unfunded 
or floating debts. Funded debts are those which are 
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repayable after a long period of time and unfunded debt 
are loans which are repayable within a short period. 

Internal debts are incurred within the country whereas 
external debts are raised in foreign countries. 

BURDEN OF PUBLIC DEBT 

External Debt: In the case of loans taken from a 
foreign coiihtyry, the direct money burden of the debt 
consists in the amount of money paid to that country as 
interest and principal. This leads to a reduction of national 
income and loss of welfare. This is the direct real burden. 
External debt may also involve an indirect burden to the 
community. The debtor country’s productive power is 
reduced because a larger quantity of different goods has 
to be sent abroad and a part of public expenditure which 
could have been spent on a profitable project at home is 
diverted to meet the demands of foreign creditors. 

Internal Debt. In the case of internal loans it is 
assumed that there is no direct money burden to the 
community. Money is raised by the government to meet 
the debt charges from the people and given to lenders who 
are also citizens of the same country. There is thus a transfer 
of purchasing power. But real burden of internal debts may 
be considerable. Money for debt charges is raised by taxes 
which are paid by all sections of the people while money is 
given to only those who had given loans to the government. 
There is thus a transfer of wealth from the rest of the 
society to the richer classes. 

METHODS OF REPAYMENT 

a. Sinking Fund. The government creates special 
funds for repayment of debts. Every year some portion of 
the capital sum of loans is reduced by these funds. As a 
result future interest payments on debts become less heavy 
and more money is available for the repayment of the loan. 

b. Conversion. Conversion of debts refers to a method 
by which interest charges on debts are reduced. . Debts may 
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be incurred by governments during a period when interest 
rates are high. If in the next period interest rates fall, the 
government can convert loans taken earlier at high rates 
into new loans with lower interest rates. 

c. Utilisation of Budget Surpluses. The excess of 

revenue over expenditure in the budget can be used to 
repay debts. r 

d. Repudiation. A government may refuse to repay 
the debts incurred by a fromer government. This method 
is rare and is used after a revolution. 

e. Capital Levy. Many economists, specially after 
the world wars, suggested a levy on the capital of the 
country to repay the huge debts contracted during the wars. 
Capital levy is a form of taxation but like other ordinary 
taxes it is not recurrent. It is used rarely. One of the main 
arguments for capital is that it is better to payoff all at once 
instead of paying interest charges year after year. In a 
capital levy scheme there is an exemption limit above which 
individuals are taxed on a progressive scale. This, it is 
argued, would bring about equality of sacrifice. 



CHAPTER 19 | 


ECONOMIC ACTIVITIES 
OF THE STATE 


Governments have always exercised some degree of 
•control over the economic activities of the community. 
Ideas about the role of government in the economy of the 
country, however, have not been the same. These ideas 
are important because they have shaped governments’ 
economic policy in different periods of time including the 
present. It is necessary, therefore, to review very briefly 
•some of these important ideas. 

Mercantilism and Laissez-faire 

Laissez-faire or the system of economic individualism 
-was the reigning theory in the economic thinking of the 
nineteenth century. It advocated the least state interfer¬ 
ence in the economic life of the nation on the ground that 
it would lead to inefficiency and hinder the growth of the 
economy. Up to the beginning of the nineteenth century 
the accepted economic thinking was in favour of a system 
known as Mercantilism. Under this system the king and 
his ministers regulated economic activities in detail. The 
main policies advocated were : accumulation of gold and 
•other precious metals, a favourable balance of trade, conqu¬ 
est or establishment of colonies, development of industries 
specially for export, etc. There was thus a great deal of 
state interference in this system which lasted for about 
three hundred years. The strong supporters of this system 
were the merchants who benefited from government 
regulation. 

With the industrial revolution, however, the ideas on 
this subject began to change. The owners of the large-scale 
factories opposed government interference. It was largely 
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due to Adam Smith that economists and government 
authorities were firm believers of non-interference by the 
state. According to this principle of economic individualism 
there is no need of regulations, the economic system works- 
on its own in such a way as to promote the interests of all. 
Adam Smith detected an "invisible hand" working in the 
economy—the price mechanism—which equate^ demand 
with supply and which satisfied all. The theory of perfect 
competition was developed and later refined to portray, in a 
rigorously logical form, this ideal situation. The upshot of 
the whole thing was that governments avoided interfering 
and gave individual owners of capital full scope to expand 
their industries and businesses. 

Capitalism. The Laissez-faire doctrine gave rise to an 
economic system where the decisions to produce 
commodities were made by individuals or firms in pursuit of 
private gain or profit. Means of production are owned by¬ 
individuals, who are not to be hampered by government 
controls. These individuals or firms will operate within the 
framework of* perfect competition where each will try to 
minimise cost of production. The search for maximum profit 
and for the cheapest possible method of production will 
lead to economic efficiency as well as maximum economic 
welfare of all. 

Socialism It was soon evident, however, that the 
theoretical claims for capitalism were not justified. The 
so-called invisible hand remained confined to theory only 
and the benefits of this system were enjoyed by only one 
class of people—the owners of the means of production. 
Some of the evils resulting from capitalism and laissez-faire 
were : unstable economic conditions, unemployment, bad 
working conditions and low wages for labour, great in¬ 
equality in the distribution of income, etc. 

These evils of capitalism led many not only to question 
the validity of the theory of economic individualism but 
also to think in terms of replacing capitalism by a planned 



ECONOMIC ACTIVITIES OF THE STATE 


117 


economy where equality and common welfare will he the 
objectives. This transformation will take place through 
the transfer of ownership of the means of production from 
private individuals to the Society as a whole, planned 
production of goods and planned distribution of income. 
Socialists want to build up an economy where the profit 
motive has no place. Therefore, industries owned and 
managed by profit-seeking individuals are to be nationalised 
and brought under democratic control. 

Communism. This is a totalitarian system where every 
economic activity is directed and controlled by the govern¬ 
ment which means the communist party. The people have 
no say in the formulation of economic plans which are 
enforced on them by the planners. It admits of no private 
ownership of means of production. 

Mixed Economy. The ideas contained in Socialism and 
the evils of an unregulated economy have been responsible 
for greater stataparticipation in the economic sphere in most 
countries. There is now a definite trend towards increasing 
government activity in this sphere. Economic control is 
shared by individuals as well as by the government. This 
dual control is known as mixed economy. Capitalism has 
changed its form. According to some, state regulation and 
activity are acquired to keep capitalism alive. In this new 
capitalist system the government tries to correct the evils 
through its financial, industrial, labour and other policies but 
the main features of capitalism remain. 

SPECIFIC ECONOMIC ACTIVITIES OF THE STATE 

a. State and Industry : One of the most important 
functions of a modern government is to regulate the 
industrial undertakings in the country. For instance the 
Government of India is empowered by the Industries- 
(Development and Regulation) Act ot 1951 to direct 
industries regarding production, price and the quality of 
products if circumstances require it. The main objects of 
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regulation are : development of industries, prevention of 

* 

unfair practices, and increasing efficiency in production. 
It is also the government’s duty to curb monopolies. Giant 
monopolies are detrimental to public welfare and so the 
.governments of most countries take special steps to fix prices 
and other terms of sale of monopoly products. 

In many countries important industries, transport, public 
utility services such as the Posts and Telegraph concerns, 
and financial institution like banks have been rationalised. 
These are nationalised in order to increase efficiency or to 
sefeguard the national interest or to destroy monopoly 
power of few individuals. In democratic countries many 
of these nationalised industries are placed under public 
corporations which are managed by representatives of the 
government, consumers and labour. There are, however, 
opponents of nationalisation who oppose it on the ground 
that it does not allow individual initiative, that it gives 
rise to red-tapism or delay, and that in general it leads to 
inefficiency. 

b. State a'nd Inequality of Incomes. In some countries 
specially where there are socialist governments, special steps 
are taken to reduce inequality of incomes. Apart from 
nationalisation of industries, governments generally use its 
taxation and expenditure policies to bring about greater 
economic equality. For instance, progressive taxes are 
levied in order to take away large slices of surplus incomes. 
Besides income taxes, death duties, business taxes, wealth 
tax, etc., are some of the progressive taxes used for the 
purpose. Expenditure of funds collected from the proceeds 
of these taxes improves the standard of living of the people 
by providing various free services, etc. 

c. State and Unemployment: In countries where 
acute unemployment problem results from falling prices, 
profits and investments, the government tries to solve the 
problem by various means. The most important method 
adopted by the governments consists in increasing public 
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investments. The government undertakes various projects 
and invests on them. This increases employment and 
income. In all countries governments try to encourage 
the creation of new jobs to absorb the unemployed persons. 

d. State and Labour : Protection of the rights and 
interests of labour is one of the important duties of a 
modern government. It fixes minimum wages, enforces 
improvements in working condition of labour and the 
maximum hours of work. Various welfare legistations are 
passed to insure labourers against disability, accident, 
unemployment, sickness, etc. 

e. State and Foreign Trade : All governments control 
export and import. Imports are restricted and home 
industries are given protection primarily for development 
of home industries. Import duties are levied in order to 
discourage imports. 

f. State and Economic Planning : See next Chapter. 



CHAPTER 20 POPULATION 


In economics we are concerned with populatipn because 
there must be people in order to produce rfnd consume. 
The supply of labour which is an important factor of produc¬ 
tion depends on the size and quality of population. It is 
because of this reason economists are interested in population 
and many theories of population have been formulated. 
Here we shall discuss two of the important theories : the 
Malthusian theory and the Optimum theory. 

1. The Malthusian Theory of Population. 

This theory owes its name to Thomas Robert Malthus 
( 1766-1834), an English clergyman and a famous classical 
economist. He pointed out population tends to increase at 
a faster rate than food supply In his Essay on the 
Principles of Population (1798), Malthus said that popula¬ 
tion tends to increase in a geometric progression ( as 1, 2, 4. 
8,16 ) and to double itself every 25 years ; the means of 
subsistence, however, tends to increase in an arithmetic 
progression ( as 1, 2, 3, 4, 5 ). From these observations he 
concluded that if population is allowed to grow unchecked 
mankind will be faced with a bleak future. There will be 
unnatural deaths from starvation, famine, pestilence and 
war. In this connection Malthus mentioned two kinds of 
checks which may prevent population from outgrowing the 
means of subsistence: (a) positive checks consisted in 
starvation, deaths, diseases and wars; (b) preventive checks: 
these were the attempts to limit the size of population by 
postponing marriages, moral restraint, etc. If no conscious 
attempt is made to limit population through the preventive 
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checks the world will be faced with a miserable and gloomy 

» 

future. This was Malthus' prediction. 

II. Criticism. 

The Malthusian theory contains a pessimistic view of 
the world's economic destiny. But economic history of the 
western world has shown Malthus' predictions to be false. 
During the nineteenth century the industrial and agricul¬ 
tural revolution expanded production and trade. Large- 
scale production and the factory system replaced the crude 
methods of production of the previous age and the 
possibilities of further increase in produtcion became bright. 
With the introduction of modern transport and communi¬ 
cation facilities trade between nations became brisk and a 
country with deficits in food production could easily import 
food from other countries. Although population increased 
the gloomy predictions about starvation and famines never 
-came true because of the increased production both in 
industries and in agriculture. 

With increased productivity and trade another new 
tendency has become significant. As standard of living rises 
people tend to restrict the size of the family. Povery and 
insecurity are so dreaded and a high standard of living so 
valued that people prefer to have smaller rather than larger 
families. 

It has also been pointed by critics that Malthus 
emphasised the importance of food supply only. A nation's 
means of subsistence consists not only of goods but also of 
other kinds of wealth like industries, etc.Britain, for example, 
has deficit in food production but she has no difficulty in 
feeding her people because she can export industrial goods 
and import food in exchange. 

Obviously, what we have been saying are not entirely 
applicable to this under-developed, densely populated 
countries. In India, for example, population is increasing 
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at a fast rate but food production is not and industries are 
not yet well developed. Malthus' arguments, therefore* 
are not wholly out of place in countries like India :• 

III. The Optimum Theory of Population. 

Modern economists are concerned with the optimum 
population the most desirable size of population. An 
optimum .population is that size of population which yields, 
in co operation with the other factors, the maximum output 
and income per head. If average or per head output in a 
country increases with an increase in population, the 
country is under-populated ; if average output falls when, 
population increases, the country is over-populated . 

It should be remembered that the optimum is closely 
related to prevailing skill and the available supply of other 
factors. If these change the optimum will also change. 
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PLANNING 


Meaning of a Plan. A plan refers to a regulated action. 
The regulated action points to a definite goal. The goal 
is sought to be achieved by means of a plan. Without 
planning our activities become purposeless and haphazard i 
without a plan our efforts may obstruct, delay and even 
totally prevent the realisation of our objectives. Suppose, 
somebody wants to go to a foreign country ; he must plan 
as to whether he would go by sea or air, and then 
whether he would take a higher or a lower class accommo¬ 
dation j he must plan to secure money and spend it in 
the best possible manner. All such calculations constitute 
a plan and make life more comfortable. Planning is the 
essence of life i man tries to plan all his activities unless 
he happens to be exceptionally bold and care-free. 
Similarly, a country launches an economic plan when it 
tries to secure specific objectives by means of a systematic 
utilisation of available resources. The familiar objectives 
are a rise in the standard of living of the people, reduction 
in the inequality of incomes, elimination of unemployment, 
etc. A country harnesses the peoples’ energies and natural 
resources in order to realise these objectives. 

Characteristics of a Plan. An economic, plan, to be 
sound and effective, must fulfil the following requirements. 

1. It must be based on an adequate and near-accurate 
survey of the country’s available resources. The planners 
must collect detailed information regarding the country’s 
labour force, natural resources, capital equipment, social 
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groups, etc. If, for example, there are no oil reserves in 
the country, planners would do well to ascertain the fact 
before proposing to establish an oil industry. 

2. Planners must frame the objectives cautiously. 
Different objectives dictate different types of policies. A 
plan aiming at self-sufficiency in food will be far different 
from one that tries to ensure the country’s success in an 
imminent war. A country may secure economic develop¬ 
ment at the expense of political freedom i the complexion 
of the plan will change if the country decides to combine 
freedom and planning. In the light of these objectives, 
and in consisteny with the available resources, definite 
targets have to be laid down. For example, the targets of 
production of industrial goods, <?.g., aluminium, and agri¬ 
cultural goods, e.g„ sugarcane, have to be prepared and pur¬ 
sued. The targets, moreover, must be mutually compatible. 
For example, if the planners want an expansion of the 
sugar industry, they must provide for a corresponding 
increase in the production of sugarcane. The plan would 
collapse if the targets arc in conflict and different parts of 
the plan are not harmonised. 

3. Planning must achieve a balance between the 
interests of the present generation and those of the 
future generation. Planners must not ignore the hardships 
of the present generation in search of a much higher 
standard of living for the future generation. When 
planning involves sacrifice, projects must be launched in 
such a way as to distribute, as far as possible, this sacrifice 
and self-restraint evenly amongst men who arc living and 
those yet to be born. Therefore, all the projects must not 
be of the long-term variety, i.e., bringing benefits in the 
long run but imposing a severe burden on the people who 
may not survive to enjoy the benefits in future. 

4. Planning necessitates the peoples’ psychological 
readiness to accept changes. Many deep-rooted socio- 
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Economic-religious customs may have, to be abandoned in 
order to facilitate planning. If some people look upon a 
river as a goddess, they must agree to chain the goddess 
for increasing agricultural production and generating 
hydro-electricity by means of a river valley project. 

5. A centrally organised body, possessing overall powers 
of direction, control and co-ordination of plans in different 
regions and at different levels, is needed to ensure sound 
planning. For example, the Government of India has set 
up a Planning Commission with this object in view. It 
frames plans and supervises their execution. 

6. Today’s planning must make due allowances for 
tomorrow’s planning, as far as practicable. When a steel 
plant is being built as part of one 5-year plan, it must 
have sufficient capacity for undergoing expansion during 
the period of the next 5-year plan. That would save 
much time and money and accelerate development. 

A study of planning in India presupposes a knowledge 
of the problems of planning in an underdeveloped country 
and an awareness of the objective conditions of the Indian 
economy in its various spheres, e.g., agriculture, industry, 
etc. To these we now turn. 

Problems of Planning in an Under-developed 
Economy. An under-developed economy is one with a 
backward agricultural system and meagre industrial¬ 
isation. Its per capita annual income, and hence the 
standard of living of its people, is extremely low. Under¬ 
development becomes chronic on account of an acute 
shortage of capital equipment and skilled labourers, 
under-utilization of existing resources, excessive and 
growing pressure of population on the land, declining 
fertility of the soil, under-employment of agriculturists, 
natural calamities, etc. India during the British regime 
is a leading example of an under-developed area. 
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The aim of planning in an under-developed country is, 
therefore, to remove widespread poverty and raise the 
standard of living as rapidly as possible. This attempt 
confronts various types of complex problems discussed 
below. 

A. Economic Factors. Quick economic development 
requires massive investment. But an under-developed 
country does not have a large stock of productive capital, 
or a high level of income and savings i without these a 
progressively larger amount of investment resulting in a 
continuously rising standard of living cannot be made. 
The capacity to save is small on account of low income. 
The inducement to invest is also small because of low 
income i low income, again, stands in the way of a steady 
effective demand for goods which are the products of 
investment. The incentive to invest flags if the products 
of investment are not easily sold i the difficulty of selling 
them increases as the transport system in an under¬ 
developed area is inadequate. 

The problem of development becomes far more acute 
if the country is deficient in natural resources, e.g., basic 
minerals, or if it does not have the minimum supply of 
water for agriculture. Natural resources, again, may be 
improperly or wastefully utilised owing to a shortage 
of skilled personnel or adoption of outdated techniques. 
For the same reason, some important resources may 
remain unexplored. 

Agriculture in an under-developed area is often stagnant 
and a realm of staggering under-employment. Population 
expands, but not the per capita amountof land* alternative 
occupations are also not available. Hence the same 
ancestral land has to support a steadily swelling family ; 
agricultural output does not increase as the amount 
of land is fixed and improved techniques are not 
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known or practised i consequently, the agricultural 
workers remain apparently employed but actually under¬ 
employed. They are compelled to be satisfied with an 
abominably low level of income. 

Industrialisation is impeded if agricultural output 
is low while the pressure of population rises continuously. 
Agricultural development and industrial expansion are 
complementary to each other. Increase in agricultural out¬ 
put requires machineries, and workers building up 
machineries must be fed with surplus food of the 
agricultural sector. The industries must also be manned 
by workers who are burdening the agricultural sector 
as unemployed or under-employed members i they can be 
profitably transferred to the industrial sector. This trans¬ 
fer of population, however, will not be gainful unless 
adequate steps have been taken to increase agricultural 
productivity. The rise in agricultural productivity, again, 
must not be wiped off by a rise in consumption of those 
who are still sticking to agricultural pursuits. The 
problem, then, remains to make the surplus available to 
workers in non-agricultural pursuits. 

Industrial planning is further bedevilled by lack of 
capital equipment and skilled personnel. Basic heavy indus¬ 
tries like iron and steel require an extraordinarily high 
amount of capital investments. Under-developed areas 
find it insuperably difficult to supply this substantial 
amount of capital. They also lack men who are skilled 
in running such industries > training facilities are absent 
or at least inadequate. 

B. Social Obstacles. Some social institutions are likely 
to hinder economic progress. In India, for example, the Joint 
Family System has acted as a disincentive to work. Some 
members of the family give up all inclination to work in 
the knowledge that they will have food and shelter in 
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the Joint Family. Again, the Caste System in India has 
arbitrarily classified people as being fit for different 
professions. This has cramped economic progress by 
immobilising labourers or compelling them to join vocations 
which they dislike and debarring them from others which 
they are capable of pursuing. Such social fprces clog 
economic development by paralysing enterprise and 
initiative. 

C. Political Forces. An under-developed country, be¬ 
cause of inferiority in technical progress, which is fatally 
exposed in the sphere of armaments, may be subjugated 
by an advanced country. It may languish in a state of 
subjection for centuries. The ruling country may not under¬ 
take programmes of economic reconstruction, but it will 
surely exploit the vanquished state and add to the latter’s 
economic degradation. Even if the ruling country starts 
new economic projects, that is primarily, perhaps solely, 
with a view to strengthening its own economy. These 
projects are meant to enrich the home economy of the 
overlord. Some projects of agriculture may supply raw 
materials in which the conquerors’ home country is defi¬ 
cient i industrial projects will similarly fill up the gaps in 
the .flourishing industrial structure of the ruling power’s 
motherland. As a result, the process of economic 
development of the weak, under-developed states may be 
distorted » some industries may be set up without any 
regard for overall needs of the economy, e.g., the develop¬ 
ment of plantation industries in British India » technical 
know-how may be kept deliberately confined to foreign 
personnel while unskilled jobs in an industry are assigned 
to men of the colony. This gigantic evil of colonialism, 
however, finds its days numbered > especially since the 
Second World War many erstwhile colonics have 
achieved independence and have taken economic destiny 
in their own hands. 
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An under-developed area, therefore, which wants to lift 
itself up from poverty and misery, must face all the above- 
mentioned interlocking problems of large magnitude. It 
must address itself to this supremely important task of 
development boldly but carefully. 

Schemes of Financing a Plan : Sources of Develop¬ 
mental Finance. 

A government launching an ambitious economic plan 
has to secure huge amounts of funds. Large sums are needed 
to revitalise and reorganise agriculture, to build up heavy 
industries, and to construct roads, bridges, harbours. The 
total outlay on India’s First Five-Year Plan amounted to 
Rs. 2012‘4 crores. The Second Five-Year Plan envisaged an 
expenditure of Rs. 4800 crores. The Third Five-Year 
Plan would provide for an expenditure of a much heavier 
amount, more than Rs. 7000 crores. The following are the 
main sources of funds. 

In the first place, the Government may. borrow funds 
from the people by selling securities. But the contribution 
of domestic borrowing in a poor country like India may be 
insignificant. The majority of the people can save little or 
nothing. Many agriculturists are burdened with debts. If 
agricultural productivity is increased, this increase, too, 
may not result in savings immediately. Farmers may 
utilise the extra income to give them a more balanced diet 
or a less dilapidated house, to pay off old debts or at best 
to improve the quality of cattle, seeds, and fertilizers. The 
same is true of the majority of factory workers j they 
cannot voluntarily save anything out of’ their meagre 
income. Their income may rise owing to industrial 
planning ; but even that rise would be insufficient to give 
them minimum comforts. Hence the government cannot 
hope to realise a substantial amount through borrowing 
money from voluntary savings. 
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In the second place, the government can impose taxes. 
Different types of taxes can cover both the rich and the 
poor sections of the people. The Government can devise 
new taxes, e.g., expenditure tax. It can also raise the 
rates of old taxes, e.g., income tax. The Government 
must especially squeeze the wealthy class to procure 
developmental finance. • 

In the third place, the Government may resort to deficit 
financing. The expenditure planned by the Government 
may not be totally met by funds available from the sources 
of loans and taxes. The Government then tries to secure 
funds by borrowing from the central bank of the country. 
Thus, the Government of India can request the Reserve 
Bank of India for funds. The Reserve Bank ot India would 
grant money by printing additional currency notes. This 
is deficit financing. 

There is a danger latent in this technique of deficit 
financing. The issuing of more currency notes increases the 
total amount of money in circulation. This can definitely 
relieve unemployment by initiating public utility projects. 
But there would not be an immediate corresponding rise 
in the supply of goods. So, an increased supply of money 
is not matched against an increased supply of goods. 
This may produce a rise in prices. This danger will 
magnify if funds available from deficit financing are spent 
on schemes that will not show up their products in the 
short run. Investment out of loans from the public and 
taxes is not fraught with this danger. The Government 
must take adequate steps to prevent the evil of price-rise, 
or at least to lessen its impact. 

In the fourth place, the Government may look to foreign 
investment. Domestic resources may be, and often are, 
inadequate at the initial stages of development for finan¬ 
cing a plan. Foreign investors, too, may be willing to 
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. invest in an under-developed area where labour is expected 
to be cheap and competition is not quite stiff. Foreign 
private investors may, therefore, be lured by the prospects 
of high profits. Again, foreign governments may be in¬ 
duced to invest for gaining the political sympathies of the 
under-developed country. Lastly, there are international 
agencies te provide financial assistance to the under¬ 
developed countries. 

Planners in an under-developed country like India 
must proceed with cautious optimism. They must adroitly 
manipulate all the sources of funds for achieving optimum 
results. 



CHAPTER 2 AGRICULTURE 


Importance of Agriculture. The importance of agri¬ 
culture in India’s economy can never be over-emphasised. 
Agriculture is still now the most important part of our 
economy. According to 1951 census more than 68% of 
Indians are engaged in agriculture. Agriculture accounts 
for 47*9% of India’s national income. People secure food- 
grains from agricultural output. Industries derive raw 
materials from agricultural products. Agriculture provides 
the base for industrial planning. Foreign manufacturers 
also purchase our raw materials and transform them 
into finished products. Foreign countries also purchase 
materials for direct consumption. Foreign purchases give 
us valuable foreign exchange which enables us to procure 
machineries needed for rapid development. In all these 
ways India’s present prosperity and future progress hinge 
on agriculture : the pursuit of industrialisation must not 
blind us to this all-important fact. 

Problems of Indian Agriculture : Principal Defects 
and their Remedies. Indian agriculture is ill-organised. 
Agricultural productivity per acre is disquietingly low, 
when compared to that in countries like the U.K., the 
U.S.A. or the U.S.S.R. There are various drawbacks 
explaining why crop yields are low in India. 

1. The average sire of agricultural holdings is quite 
small» Indian agriculture is organised on a very small 
scale. This is due to a lack of alternative employment 
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opportunities for villagers and to the mountj^g pressure of 
population. These holdings .again, are not concentrated in 
one place > holdings owned by the same person are scattered 
in several places. As a result, the cultivator cannot reap 
the benefits of large-scale production ; nor can he use 
costly machineries. Output remains distinctly low. 

2. Fertility of land declines due to continuous culti¬ 
vation. The soil is over exploited. The cultivator does 
not have sufficient funds to buy chemical fertilizers. 
Chemical fertilizers can counterbalance the loss of fertility. 
The Indian cultivator cannot easily apply these. 

3. The Indian farmer cannot increase his productivity 
by investing capital. He does not have the means to 
improve the quality of seeds, implements and live-stock. 
His tools are old-fashioned. They are not designed to 
exploit the soil properly. 

4. The peasants are illiterate. Sometimes, even if 
they have capital, they cannot utilize ij: to improve 
the techniques of cultivation. For they do not have the 
requisite knowledge. 

5. The peasants do not employ the system cf crop 
rotation and double-cropping. As a result, agricultural 
productivity falls. 

6. The farmers cannot even use cowdung to manure 
the land. Cowdung is their fuel > they do not have the 
money to purchase any other kind of fuel. 

7. The farmer is not engaged in agriculture for the 
whole year. During some months he remains unemployed. 
He has no secondary occupation, he cannot augment his 
scanty income. 

8. He has sometimes to depend helplessly on the 
mercy of nature. Irrigation facilities are often inadequate > 
rainfall may be insufficient and it is always uncertain. 
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Under these # circumstances it is difficult for him to get 
good crops especially if the soil is dry. 

9. Even if he gets abundant crops he does not have 
ware-housing and marketing facilities. So he sells the 
products to the cunning middleman at a relatively low 
price. The middleman, because he is richer and more 
crafty than the cultivator, can store up and* market the 
products at the highest possible price. He bags hand¬ 
some profits. The cultivator, who deserves the profits, 
remains floundering in acute poverty. 

10. Poverty sends the peasant to the moneylender. 
The peasant is not initiated in civilised frauds about 
monetary transactions. The unscrupulous moneylender 
cheats him unashamedly. The peasant cannot raise his 
income or increase productivity. He is submerged deeper 
and deeper in poverty. 

11. His tribulation intensifies when he is robbed of 
the major portion of his income by the Zemindar who 
does not till the land, who seldom lives in the village and 
is often rapacious. Oppressive land-tenures, in vogue for 
ages, perpetuate the poverty of the peasant. 

12. The result of all these above-mentioned handi¬ 
caps and hardships is to paralyse the initiative of the 
peasant. He loses his physical and mental vigour. He is 
dehumanised and cannot think of progress. What is 
more, he may resist necessary changes out of fear and lack 
of understanding. 

Remedies. Problems of Indian agriculture suggest the 
solution. 

1. Indian agriculture must be organised on a large 
scale. This requires consolidation of holdings. 

2. The will to work of the frustrated cultivator must 
be revived. This calls for an elimination of extortionate 
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land-tenures like the Zemindari system^ Suitable systems of 
peasant-proprietorship must be devised. That will enkindle 
the enthusiasm of the peasant who will see the end of 
decades-old slavery. 

3. Techniques of cultivation must be improved to get 
the most desirable results from large holdings. Better 
seeds, implements, fertilizers must be used. Crop rotation 
and double-cropping should be adopted. Irrigation facilities 
must expand. Agriculture must not starve for capital. 

4. Seasonal unemployment and under-employment of 
peasants must be remedied by the development of the non- 
agricultural sector. Those peasants who are seasonally 
unemployed may have subsidiary sources of income in non- 
agricultural occupation like cottage industries. Villagers 
who arc now engaged in agriculture, but are actually the 
surplus agricultural population, must be provided with 
non-agricultural employment opportunities. 

5. In order to increase the income of agiiculturists, 
credits, purchases, and sales must be properly organised. 
Co-operative Societies may be set up to deal with these 
tasks. These tasks may be taken up separately by different 
types of Co-operative Societies, e.fi., Co-operative Credit 
Societies, Co-operative Sale Societies, etc. Or they may be 
taken up by a Multipurpose Co-operative Society. 

6. Medical facilities should be amply extended to 
rural areas. Diseases like the malaria should be up¬ 
rooted. 

7. No remedy will succeed unless the. cultivator is 
educated to use his energy and capital. His dependence on 
the monsoon, the moneylender and the middleman 
may disappear. But he will not learn to utilise better 
techniques without a sound system of education. 

8. India is a big country with wide diversities in 
local agricultural conditions. Best results can be achieved 
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by an overall agricultural plan tor the entire country. . 
This, again, should be integrated with a cefttral plan for. 
industrial development. 

Subdivision and Fragmentation of Holdings. In 
India, the average size of holdings is exceedingly small. In 
the U.S.A., the average size is more than 140 acres; in 
the U.K. it is about 30 acres > in India it is • commonly 
less than 5 acres. In India, moreover, each holding is 
subdivided into small plots. These plots are often 
scattered over different parts of the locality. Thus, a 
village field may exhibit numerous plots of various sizes 
and shapes. Plots are generally separated from one 
another by low walls of mud and sometimes by bamboo 
barriers. 

Causes, (a) Cultivators arc not aware of the evils 
of subdivision and fragmentation of land. They yield to 
forces of fragmentation even when they can resist them. 
In case of a partition of landed property, they insist on 
having tiny shares in each plot of land. They do not try 
to divide the land more rationally, minimising fragmenta¬ 
tion. ( b) Laws of inheritance perpetuate subdivision. 
When the head of the family dies, the heirs are busy 
subdividing the property of the deceased. For example, 
the Hindu Law as well as the Mohammedan Law foster 
continuous subdivision of land, (c) The area of land 
under cultivation has not increased as much as the 
number of people dependent on agriculture. The rising 
pressure of population on land has aggravated the problem 
of subdivision, (cl) As the poor farmer runs into debt, 
he may be compelled to sell a part of his land. This, too, 
produces further subdivision and fragmentation. 

Disadvantages, (a) Fragmentation of holdings reduces 
the area of land under cultivation. For boundany lines 
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hare to be drawn ^epyating different fclots. Crops can¬ 
not be .grown on boundary lines. This means a consider¬ 
able loss if, for example, one acre of land consists t>f many 
plots owned by different persons, (b) Fragmentation 
also results in a loss of time and energy. For the cultiva¬ 
tor has to move about with his bullocks and plough in 
different parts of the village where his plots are located. 
As against* this, it may be argued that fragmentation has 
also one merit > it protects the peasant against a total 
loss in case of natural calamity, c.g., flood. In reply it 
may be stated that a natural calamity rarely hits one 
part of a village while sparing another portion. 
Besides,' natural calamities arc not to be looked upon as 
regular occurrences. Hence these should be left out 
while wc estimate the evils of fragmentation, (c) Sub¬ 
division and fragmentation compel the farmer to carry out 
agriculture on a very small scale. He cannot, therefore, 
introduce major improvements, e.g., machineries. It is 
also quite difficult for him to effect such improvements 
as constructing a well and make its maximum use. For 
the plots of land may be far apart from one another. It 
is sometimes claimed that fragmentation! has the essen¬ 
tial virtue of readucing the number of landless persons. 
Due to subdivision and fragmentation many persons, who 
would have otherwise remained landless, have got some 
amount of land, however small. This argument may 
be counteracted by stating that to give a tiny area of 
land to a man is not the essential point; the essential 
point is to raise the standard of living of the cultivator. 
Subdivision and fragmentation prevent large-scale farming, 
lower output and stand in the way of a rise in the culti¬ 
vator’s living standard. 
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Remedies : Methods of consolidation of holdings. 

Any attempt at consolidation of holdings has to face 
some difficulties, (i) The work of consolidation requires 
expert officials who are well-trained in classification of 
soil, methods of evaluation of different types of land, 
survey and settlement jobs. Sufficent number of trained 
officers may not be available, (ii) Official records 
concerning rights over landed property arc not always 
properly framed and maintained. Some of them may be 
lost owing to accidents. This complicates the work of 
consolidation. (Hi) Zemindars may oppose consolidation. 
They may be afraid that consolidation will lead to a loss 
of their authority, (iv) Farmers themselves, because of 
innate conservatism and ancient prejudices, may resist 
consolidation of holdings. 

There are two principal methods of consolidation 
of holdings : (a) voluntary consolidation i (b) compulsory 
consolidation enforced by a government. Peasants may 
decide to co-operate voluntarily in exchanging plots of 
land > judicious exchanges will enable villagers to achieve 
consolidation. They can part with the distant plot and 
accept that which is nearer to his another holding. But 
it is difficult to get identical plots of land which the 
peasants can exchange unhesitatingly. Hence this method 
is apt to be slow. It is not expected to produce 
revolutionary changes especially when we remember what 
petty jealousies and rivalries stir the minds of man. 

The record of voluntary consolidation in India has not 
been assuring. The Governments in different regions of 
India have tried various degrees of compulsion for the 
purpose of consolidation. Acts in Madhyapradesh and 
Jammu and Kashmir prescribe the use of compulsion in a 
limited way. Compulsion can be used only when a 
prescribed percentage of land-owners in a village, owning 
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a specified minimum area, want consolidation. The 
recalcitrant minority is thus forced to concur with the 
wishes of the enlightened majority. Acts in Bombay, 
Delhi, etc., permit the state to implement schemes of 
compulsory consolidation. 

A scheme of consolidation will be useless unless it is 
backed up by a scheme to prevent further fragmentation of 
holdings. The state must prescribe a limit below which 
holdings muse not be subdivided. In Madhya Bharat the 
minimum limit is 5 acres for irrigated lands and 15 acres 
for unirrigated landsi in the U.P. the minimum limit is 6^ 
acres. Many other state governments also have placed 
similar limits to prevent fragmentation below the pres¬ 
cribed minimum. 

The Planning Commission in India has recommended 
the scheme of Co-operative Village Management to accom¬ 
plish consolidation. All land in the village will be cul¬ 
tivated together i those who work on the land will get 
wages i those who own land will secure some dividend. 
This seems to be much more feasible in the Indian context 
than the Russian-style Collective Farming: Indian peasants, 
because of their individualist tradition, will deeply resent 
the total state domination implicit in Collective Farming. 
The results achieved in the Soviet Union, without the 
accompanying loss of freedom, can also be secured by 
mean" of Co-operative Village Management. 

In conclusion, it should be noted that mere consolida¬ 
tion of holdings is not the key to a rise in the farmers’ 
standard of living. Each farmer requries’ an economic 
holding, i.e., one which assures him a reasonably decent 
standard of living. This calls for far-reaching land 
reforms along with the removal of subdivision and frag¬ 
mentation of holdings. 

2 
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Irrigation : Its importance and utjjity« 

■ 

Monsoons are capricious. In some places like the 
-deserts in Rajputana the average rainfall is as low as 5 
inches i crops fail. In places like Chcrapunji it is as high as 
460 inches : floods devastate the land. Thus in 
different parts of India the quantities of rainfall vary 
sharply. And in all parts rainfall is either insufficient or 
irregular. But one important characteristic of Indian soil 
is that it is dry and thirsty. Some essential crops like 
rice and sugarcane require a large and regular supply of 
water. Natural facilities are inadequate and unreliable ; 
lienee artificial devices of irrigation must be employed to 
get abundant crops. 

Irrigation schemes secure immense advantages <,to a 
country, {a) They make cultivation possible in many 
areas which would otherwise remain barren because of 
scanty rainfall. ( b ) They increase crop yields as they 
make lands more fertile by ensuring a regular water- 
supply. (c) They can prevent floods by diverting the 
flow of water, (d) They can improve water transport 
and reduce the evergrowing pressure on the railroads. (<?) 
They can provide hydro-electricity whose production is 
distinctly cheap compared to the generation of power from 
coal or petroleum. India, again, possesses small reserves of 
high-grade coal and mineral oil. Hence India must rely on 
water-power. Water-power will facilitate the electrifi¬ 
cation of towns and villages, supply low-cost electricity to 
large or small industries. It can also rejuvenate railway 
transport by means of electrification. ( f ) Lastly they will 
keep the peasant less helpless because less dependent 
on the gamble in rains. The Indian peasant will gain 
confidence and efficiency. 
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Sources of Irrigation ? Types of Works 

1. The oldest and the most important source of 
irrigation in India is the well. Wells are of two kinds : 
kachcha and pacca. There are innumerable kachcha wells 
in India. The people can construct them very easily. They 
can themselves raise water by means of earthen pots and 
leather bags,-and they can take the help of bullocks. Pacca 
wells are of two varieties : ordinary wells and tube- 
wells. Water may be raised from ordinary wells by the 
Persian wheel. Diesel or electric pumps may be empk) 3 T ed 
to raise water from tube-wells. West Bengal, Bihar, U.P., 
the Punjab use wells extensively. The Government has 
helped cultivators to dig wells by granting takkavi loans. 
Thousands of tube-wells have been constructed in U.P., 
Bihar and East Punjab under the Indo-American Techni¬ 
cal Assistance Programme. Water from wells adds to the 
fertility of land as it contains soda nitrates, sulphates, 
etc. 

2. Tanks provide another means of irrigation. All 
states use tanks i the chief tank-irrigated states are Madras 
and Mysore} Madras possesses the largest number of tanks. 
Tanks may be natural or artificial. Artificial tanks are of 
two kinds : kachcha and pacca. Water from tanks makes 
the land more fertile. Tanks may go out of use due to 
an accumulation of soil. Hence old tanks have to be 
deepened. Pacca pipelines may be constructed to increase 
the utility of tanks. The U.P. Government has been taking 
great interest in the construction of tanks. 

3. Canals constitute the most important source of 
irrigation. Individual farmers find it too costly to dig a 
canal. Since ancient days the monarchs have spent large 
sums in constructing canals for the welfare of their sub¬ 
jects. The Government of India has also invested a huge 
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amount for this purpose. The Government enjoys a 
revenue from irrigation works as cultivators have to pay a 
water-rate to it. The Government classifies irrigation 
works into productive or unproductive according to 
weather they are expected or not to yield a net revenue. 
The Government has still to spend enormous sums for ex¬ 
panding irrigation works which now feed even less than 
twenty percent of the total cultivated area in''the country. 
Some famous canals may be listed here : the Jhelum canal, 
the Sutlej canal in the Punjab, the Lloyd dam and the 
Bhandardara dams in Bombay, the Damodar canal in 
West Bengal. 

Canals are of two kinds : perennial canals and inun¬ 
dation canals. Perennial canals are cut out from the 
river in such a way that they secure water from rivers 
throughout the year. Water is also stored up in artificial 
dams and it flows through the perennial canals. On the 
other hand, water accumulates in the inundation canals 
when the banks of rivers are overflowed. The bed of an 
inundation canal is higher than that-of the river > only 
when water in the river lies above a certain level, it flows 
to the inundation canal. Perennial canals require techni¬ 
cal skill and machinery > they are more costly than inun¬ 
dation canals. They, of course, have the capacity to 
serve the farmers in periods of drought. 

River Valley Projects. River Valley Projects not only 
supply water, they aim at some or all of the following 
objectives : production of electric energy, flood control, 
drainage, prevention of water-logging and sea-erosion. 
Therefore, river valley projects resuscitate agriculture 
and facilitate rapid industrialisation. Some river valley 
projects are outlined below. 

Bhakra Nangal Project. The project is comprised of 
the Bhakra dam across the Sutlej, the Bhakra canal 
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system, the Nangal dam and the - Nangal canal, two 
Nangal power houses. The completion of the project has 
been delayed due to a fatal accident in 1959. It is expected 
to be completed within 1961. The Punjab, Pepsu and 
Rajasthan will benefit from this project. 

Hiraknd Project. This project provides for the cons¬ 
truction of £ dam across the Mahanadi valley, a canal 
system, earth dykes, a power house and transmission lines. 
Orissa will be served by this project. 

Damodar Valley Project. The river Damodar flows 
through Bihar and West Bengal. The project serves both 
Bihar and West Bengal. What is more important, it will 
serve a rich industrial zone containing 100 per cent of the 
country’s copper and kyanite, 98 per cent of iron, 80 per 
cent of coal, 70 per cent of mica, etc. The project will 
supply water to 1 million acres of land. It will control 
floods by means of dams at Tilaiya, Maithon, Panchet 
Hill and Konar, and a barrage at Durgapur. It will 
generate electricity at the hydro-electric stations attached 
to the four dams and at the Thermal Power Station at 
Bokaro. The Damodar Valley Corporation has been set up 
to implement the scheme. The State Governments of Bihar 
and West Bengal and the Central Government have each 
nominated 1 member to the Corporation. These three 
members head the administration. 

Irrigation and the Five-Year Plans. During the period 
of the First Plan Rs. 380 crores were spent on irrigation 
schemes. The expenditure incurred during the Second 
Plan period comes to Rs. 390 crores. The major and me¬ 
dium irrigation projects included in the First and Second 
Plans are estimated to cost about Rs. 1400 crores. A further 
investment of Rs. 620 crores is required to complete these 
projects. The Third Plan may provide for an expendi¬ 
ture of Rs. 470 crores, leaving the balance of Rs. 150 crores 
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for thfc Fourth Plan. About 38 million acres will be 
irrigated by these schemes when completed. 

FOOD PROBLEM 

Importance of increasing the production of food- 
grains in India. Foodgrains production must be raised 
immediately and abundantly to give the average Indian a 
balanced diet. An average Englishman or Frenchman con¬ 
sumes a diet of about 3000 calories per day. The minimum 
balanced diet must consist of 2000 calories. An average 
Indian consumes less than the minimum. Hence the pro¬ 
duction of foodgrains must be increased. The necessity 
of this increase becomes obvious also when we remind 
ourselves that an average individual of this under¬ 
developed country spends more than 60 per cent of his 
money income on foodgrains. Furthermore, the volume 
of expenditure on foodgrains will considerably rise on 
account of a rise in money income of the people caused 
by planning. If at the same time the production of food- 
grains does not rise, the country will suffer from inflation. 

The population of India has been increasing steadily. 
This too necessitates a simultaneous increase in the pro¬ 
duction of foodgrains. The annual increase of population 
is of the order of 5 millions. Unless we attain self-suffi¬ 
ciency, we have to resort to the progressively larger import 
of foodstuffs in order to feed the continuously expanding 
population. We cannot afford it due to a lack of foreign 
exchange. The limited amount of foreign exchange at 
our disposal must be spent on machineries imported from 
abroad j India cannot produce these machineries, and 
needs them urgently for rapid industrialisation. It 
should be noted, however, that any plan for raising food- 
grains production must be integrated with a plan for 
producing raw materials required for various industries. 
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Food Shortage and Food Policy: Food'shortlge in 
India is a long-standing feature of the economy. It is 
due to a variety of factors. 

% 

Tndia has a geographical area of more than 812} 
million acres. The area under cultivation covers less 
than half of this total area. According to a survey made 
by the Planning Commission before the inauguration of 
the first plan, the increase in the area under cultivation 
during a period of 40 years has been far out-weighed by 
the increase in population. In no other part of India 
excepting the U.P., has the net increase in cultivated area 
been appreciable. The population has increased at the rate 
of 11 per cent during 1921-31,14'3 per cent during 1931-41, 
12'3 per cent during 1941-51. during 1951-61, the yield per 
acre also has not increased to relieve food scarcity. 

Food scarcity became a matter of serious concern in 
1936. In that year Burma was separated from India, food 
production was reduced by 1'3 million tons. However, India 
could meet the shortage by imports from Burma and other 
countries of South East Asia. The outbreak of the Second 
World War interrupted this flow and India acutely felt 
the impact of food shortage. The problem was aggravated 
by partition as many rich crop-growing areas were lost to 
Pakistan. The influx of thousands of refugees from 
Pakistan created new complexities. 

Another factor destabilising India's food situation is 
the wayward behaviour of the monsoons. In certain parts 
of India rains are insufficient. In others; rains cause 
devastating foods. 

The most important explanation of India’s chronic 
food problem is that before independence the Govern¬ 
ment of India did not adopt suitable measures. It did 
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not try to revitalise Indian agriculture, that alone could 
solve the food problem. The catastrophic Bengal FAmine 
of 1943 spurred the Government to introduce food 
controls. The efficacy of this short-term measure was 
hindered by black-marketeers and profiteers whom the 
Government could not restrain. The British Government 
also initiated the Grow-More-Food campaign as a long¬ 
term remedy. The campaign could not achieve the 
desired results as the alien overlords did not care to inau¬ 
gurate a comprehensive agricultural plan. Nor did it try 
to enthuse the farmers. 

After independence, the Government at first rashly 
abolished and then reintroduced foodcontrols. It also 
reoriented the Grow-More-Food Campaign. The Grow- 
More-Food Campaign yielded some success as it was 
combined with an overall agricultural plan. Of course 
the targets find by the campaign were only partially 
achieved. Food situation was eased. Food-controls 
were progressively liquidated. 

The National Government has been trying energeti¬ 
cally to alleviate foodshortage by means of long-term 
projects, e.g., the Damodar Valley Project, the Bhakra- 
nangal Project, etc. By augmenting irrigation facilities 
these will substantially expand food production. 

The Five-Year Plans provide the key to the solution 
of food problem in India. The first plan proposed to raise 
the production of foodgrains by 7‘6 million tons. This 
target was far exceeded due to intensive land develop¬ 
ment and land reclamation, use of fertilisers, irrigation 
facilities and favourable monsoons. The Second Plan 
fixed the target of additional output of foodgrains at 15'5 
million tons. This target will not be fully achieved. 
But, between 195C-51 and 1960-61, agricultural production 
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as a whole will go up by about 40 per cent. The expected 
total production of foodgrains in 1960-61 is 75 million 
tons. By the end of the Third Plan, total production is 
likely to. exceed 100 million tons. All this makes us 
optimistic. 



CHAPTER 3 


CO-OPERATION 


Nature and Principles, of Co-operation. Co-operation 
stands for common effort towards a common objective. 
The individual enhances his limited capacity by uniting 
with other individuals. By means of a co-operative en¬ 
deavour individuals attain a stronger position to satisfy 
their needs. Co-operation is opposed to compulsion. A 
Co-operative Society is constructed voluntarily. Its success 
depends on the ability of members to help themselves and 
enrich one another. All members are equal in status. 
All members must display solidarity. They must to¬ 
gether fight any danger threatening the society. The 
principle of mutual obligation can be practised only when 
there is close contact among members resulting in social 
cohesion. Members of a co-operative society, therefore, 
are to work towards a common goal on the basis of equal 
rights and responsibilities, mutual collaboration and 
common management. 

Co-operative societies are of two types : the Schulze 
Delitsch type and the Raiffeisen type ; these names follow 
the names of the pioneers of Co-operative Movement in 
Germany. Urban Co-operative Societies generally follow 
the former type. The area covered by this type of socie¬ 
ties is wide i entrance fees are charged i persons having 
no income are barred from admission i the liability of 
members is limited. A society of the second type covers 
a small area, usually a village i members have unlimited 
liability. The co-operative societies may be set up to 
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realise diverse purposes : production) marketing, finance, 
etc. In India, Co-operative Credit Societies occupy the 
most prominent place in the Co-operative Movement. 

Organization of Co-operative Societies. Primary 
societies are at the base of the organisational structure. 
Any ten persons may seek permission from the Registrar of 
Co-operative Societies for establishing such a society. The 
Registrar may give permission after conducting prelimi¬ 
nary investigations. These societies secure thier working 
capital from entrance fees, deposits, loans from State 
Co-operative Banks, the Government and central societies. 

At the upper layer lie the central societies. The central 
societies are the union of primary societies. Next, central 
societies unite to form the state ( provincial) societies. 
The management and financing of these central and state 
societies are the same as those of primary societies. 
However, loans from the Reserve Bank comprise a large 
part of the capital of central credit societies. The Reserve 
Bank extends these loans for a short term, charging 1$ 
per cent rate of interest. 

The Indian Co-operative Union lies at the apex of the 
pyramidal structure. It is an all-India body. 

Co-operative Societies in India may be grouped into two 
broad categories: Credit Societies and Non-Credit 
Societies. These Societies may be agricultural or non- 
agricultural. Agricultural Non-Credit Societies deal with 
marketing, etc.i Non-agricultural Non-Credit Societies look 
after house-building, etc. 

Growth and Progress of the Co-operative Movement 
in India. In India the co-operative movement has develop¬ 
ed in the 20th century. In 1901 the Government appoint¬ 
ed a committee to study and report on all aspects of 
co-operation in India. The report of this Committee 
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pointed to the need of Governmental support for boosting 
up the co-operative movement. Accordingly the Govern¬ 
ment passed the Co-operative Credit Societies Act in 1904. 
This Act could not pave the way to a rapid progress of 
the co-operative movement, for other important prob¬ 
lems of agriculturists were ignored» only the supply of 
credit was taken into account. Moreover, credit societies 
possessed too little capital to solve the problem of rural 
indebtedness. Another Act was passed in 1912. It 
remedied many of the defects of the Act of 1904. It 
widened the sphere of co-operation and helped the 
establishment of co-operative societies for sale, purchase, 
etc. 

The co-operative movement has not progressed uni¬ 
formly in all parts of India. Inadequate or negligible 
developmet in some areas contrast sharply with consider¬ 
able progress of the movement attained in some states like 
the U.P. and Bombay. The progress of the co-operative 
movement can be judged, firstly, by the number of 
co-operative societies, and, secondly, by the number of 
persons associated with them. The number of co-operative 
societies has increased from 1*85 lakhs in 1955-56 to 2*58 
lakhs in 1957-58. The number of persons brought within 
the fold of the co-operative movement has increased 
from 6*9 crores in 1951-52 to 10*75 crores in 1957-58. 

Defects and Problems. The co-operative societies in 
India suffer from a paucity of financial resources. Their 
reserves are small. Their debtors are not regular in 
repaying loans. Enormous overdues produce a financial 
crisis. People who are financially well off tend to 
keep away from co-operative societies. Members of 
co-operative societies sometimes unduly influence the 
managers of co-operative societies > they secure loans 
which exceed their capacity for repayment. 



CO-OPERATION 


29 


The co-operative movement in' India has depended 
more on government guidance and less on popular initia¬ 
tive. Lack of popular enthusiasm arrests the progress of 
the movement. People should be educated to realise the 
benefits of co-operation. At the same time the movement 
should be so organised as to make co-operative societies 
essential instruments for many-sided development of the 
community. That alone can create lasting popular 
enthusiasm. 

Co-operative societies must be put on a stable founda¬ 
tion. Thss cells for sound management. But India does 
not have sufficient number of trained persons. The 
number of training institutions is inadequate. 

People have diverse needs which are interrelated. These 
can best be served if a co-operative society takes up 
and integrates such complex functions as the supply of 
credit or machineries, organisation of marketing and sale, 
etc. Credit and non-credit activities are to be combined 
to satisfy the various needs of the people. This requires 
multi-purpose societies. The number of such societies 
in India is inadequate. 

Co-operative Credit Societies. Rural credit societies 
constitute the largest part of the co-operative movement 
in India. The number of primary credit societies has 
increased from 105,000 in 1950-51 to 183,000 in 1958-59. In 
1950-^1 the co-operative societies advanced credit worth 
Rs. 23 crores » in 1958-59 the amount of credit rose up to 
Rs. 125 crores. It has been estimated that about 200,000 
primary societies will be set up by the end of the second 
Five-Year Plan. These will serve about 25 per cenc of the 
total rural population. The First and the Second Plans 
have yielded uneven progress in different states. The 
objective of the Third Plan is to bring all rural families 
within the sphere of the co-operative movement. 
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Co-operation in Agriculture and Industry. Co-opera¬ 
tive societies are a boon to persons engaged in agriculture 
as well as in industry. Cultivators can set up co-operative 
purchase societies and thus secure implements, seeds 
and manures in a lump and hence at a cheaper rate. 
They can avoid the middleman in selling their produce 
a id reap higher profits by establishing co-operative sale 
societies. Cultivators have also extended co-operative 
practices to the sphere of irrigation, prevention of malaria, 
cattle insurance, etc. Co-operation can also benefit cottage 
industries with regard to the supply of funds, raw 
materials, implements, marketing and sale. In Madras the 
co-operative society of liandloom weavers has registered 
remarkable progress. 

Co-operat ; on in Other Spheres. The principle of 
co-operation can be profitably acted upon by men in 
different walks of life. Co-operative housing societies may 
be establiscd to enable low-income classes to have their 
own houses. Consumers’co-operatives may be set up to 
safeguard the interests of consumers. Health insurance 
societies may come into being to relieve people of much 
of their worries. 

Co-operative Farming. Co-operative farming is recom¬ 
mended to be a means of increasing agricultural output. 
In India the yield per acre of land is extemely low. It is 
expected that co-operative farming will enable cultivators 
to reorganise their techniques and functions with a view 
to increasing agricultural production. 

Co-operative farming societies may be of different types 
having different objectives. The scope of work of the 
societies and the nature of land-management may vary. 
The society may confine its activities to the supply of 
seeds, manures, implements,irrigation, storage, and market¬ 
ing facilities. The individual farmer owns and manages 
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the land and simultaneously enjoys the advantages of large- 
scale farming. A co-operative farming society may expand 
its job by owning land or getting it on lease. It may divide 
land into blocks and give them to cultivators on rent. 
The society will giant the above-mentioned facilities and 
also lay down a production plan. A co-operative farming 
society may pool the lands of all members into one unit. 
It can manage the land according to the following proce¬ 
dure. There is individual ownership, but joint cultiva¬ 
tion. The harvested produce is to be divided among 
persons who have actually worked on the land and 
also among persons who own land but who may not 
participate in actual farming. Hence there must be a 
reasonable calculation of the nature of work on land 
actually performed by men and the nature of land 
contributed by them to the society. That would make 
for an equitable distribution of the available product 
amongst owners who may or may not be workers, and also 
among workers who may or may not be owners. 

There are some difficulties in the way of introducing 
co-operative farming. The illiterate farmers must be made 
aware of the merits of co-operative farming. Intensive 
efforts must be made to overcome the natural tendency of 
the poor, uneducated peasants to fight shy of innovations. 
They are afraid of new techniques lest these should 
worsen their lot. Another handicap of co-operative far¬ 
ming is the fear that it may sap the initiative of 
individuals. The incentive to work may be reduced on 
account of joint management by the co-operative society. 
The individual feels like being lost in the multitude and 
may lose the impetus to work. Furthermore, a co-opera¬ 
tive society may be baffled by the problem of dividing the 
output. A conflict between demands of labour and of 
ownership may ensure. Any plan for co-operative farming 



32 


ECONOMICS 


must also guard against unemployment among agricul- j 
tural labours. This may result from large-scale farming 
with the help of better machineries. . . 

It is advisable to start pilot projects of co-operative 
farming. These will not only offer scope for experiments 
but also enlighten the peasants on the advantages of co¬ 
operative farming. The reluctance of peasants may be 
side-tracked if newly reclaimed lands become the first 
targets of the venture of co-operative farming. Co-opera¬ 
tive farming societies with limited objectives may encoun¬ 
ter less resistance from popular inertia. In these ways 
once the habit of co-operation spreads, the difficulties 
will melt away. 

The Five-Year Plans have rightly emphasised the role 
of co-aperative forming. It is an instrument of reconstruct¬ 
ing the rural economy. It should lead to the encompassing 
of all aspects of village life by co-operative organisations. 
But the planners stress that the real success of co-operative 
farming will be attained only when local leadership can 
create a genuine mass movement towards voluntary co¬ 
operative farming. 



CHAPTER 4 


COMMUNITY 

DEVELOPMENT PROJECTS 


Objectives. Community Development Projects seek 
to revolutionise village life and rural economy. This will 
mean the rebuilding of the entire Indian economy, as more 
than 80 per cent of Indians live in villages. These projects 
will not only arouse enthusiasm amongst villagers for better 
living but also offer tangible opportunities to raise their 
standard of living. An integrated and all-round develop¬ 
ment of village communities is the great objective of 
community development projects. Their task is, there¬ 
fore, manifold : (a) Application of scientific methods 
to agriculture for increasing production and employment i 
(b) establishment of subsidiary and cottage industries to 
strengthen the rural economy i ( c) organised endeavour 
of villagers to inculcate a progressive outlook in the rural 
population and to work on projects of common benefit, 
e.g., roads, schools, hospitals, etc. > ( d) development of 
co-operative organisations in such a fashion that every 
village or groups of villages will have at least one multi¬ 
purpose co-operative society. 

Principles. Community development projects are based 
on the following principles. All problems of rural life are 
to be solved in accordance with the co-operative principle 
in all its diverse forms. There should be widest possible 
popular participation. The people themselves must supply 
the motive force for regeneration. Every person will work 
for himself as also for the benefit of the community as a 
whole. A human revolution must occur side by side with 
the economic revolution. 

3 
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Finances. The Community Project' Administration- 
( C.P.A.) and the State Governments meet the major part 
of the financial needs tff these projects, tn addition, there 
are contribution from the people and aids under the Indo- 
U.S. technical co-operation scheme. The Central Govern¬ 
ment renders direct assistance to State Governments and 
try to secure credit from various agencies. The Govern- 

G 

ment spent Rs. 125*58 crores on community develop¬ 
ment projects during the period from October 2, 1952 to 
March 31, 1959. Rs. 72 76 crores were contributed by the 
people. Assistance received under the Indo-U.S. technical 
co-operation scheme covers nearly 10 per cent of the total 
expenditure on community development projects. 

Organisation. The Government of India has set up a 
separate Ministry of Community Development. The State 
Development Committee and the Project Advisory 
Committees co-ordinate the working of projects in every 
state. The responsibility for the execution of different 
projects in the states is vested in the Development 
Commissioners. The projects fall into two rough categories> 
basic projects and composite projects. The primary 
objective cf basic projects is to maximise agricultural out¬ 
put by the application of superior techniques. Construction 
of roads, extension of educational facilities, establishment 
of health centres, are also dealt with by basic projects. 
Cash project area is composed of three development 
blocks. Each block comprises a hundred villages. Each 
project covers on an average 500 square miles of area, 2 
lakhs of population and 1,50,000 acres of cultivated land. 
It is envisaged that a rural-cwm-urban township will be 
set up in each development block. It will contain a high 
school, a hospital, a bank, etc., serving one to two 
thousand families. Similarly each project area will have 
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.as its centre of gravity urban-cum-rural township. An 
urban-cwm-township will have a Technical Training 
Centre, a Basic Teachers’ Training College, *a tractor 
service and supply station, etc. But the rural-cum-urban 
township as also the urban-cum-rural township cannot be 
set up immediately because of lack of finances. 

The scope of activities of the composite project is 
obviously wider than that of the basic projects. Composite 
projects are concerned with the simultaneous development 
of agriculture and small industries. This would eliminate 
seasonal unemployment among agriculturists. 

Defects. The community development programme 
is seriously handicapped by the shortage of trained 
persons. Mistakes have often been committed because 
officers and their assistants have not been properly 
trained. The officers living in block areas and project 
areas have failed to identify themselves with the villagers. 
Many of them are discontented as they have to live far 
away from the comforts of city-life. They do not love 
villagers and cannot instill enthusiasm in them. Lack of 
interest in officials makes for improper planning and slow 
progress. This difficulty heightens the fundamental and 
presently ineradicable difficulty of finances. Furthermore, 
the illiterate villagers are perpetually afraid of novelties j 
and their fear is intensified by the apathy of officials. 
Popular organisations like the panchayats must step in 
to aid the implementation of community development 
programmes. The number of such organisations is 
inadequate and their performance is unsatisfactory. The 
panchayats, for example, are often torn by factional con¬ 
flicts i their usefulness is thereby reduced. Another defect 
in the working of community development projects is 
that the establishment of rural industries has not received 
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adequate attention* Subiidiary .agricultural employment. 
for agriculturist^ fnust be a primary concern of these 
projects i otherwise there t:an be no significant rise in 
the living standard! .of Impoverished peasants. Lastly, 
community development projects must not ignore the 
problem of growth of population. These must actively 
encourage family planning so that a rise in .production 
may not be counterbalanced by a rise in population. 

Progress. Between 1952-1960 the community develop¬ 
ment schemes have covered 194 million of population 
extending over 2000 blocks. As the Second Plan is 
completed, the community development programmes will 
be found to have been introduced in 400,000 villages 
foming nearly 3100 blocks. The Third Plan earmarks 
a sum of Rs. 400 crores for community development. It 
is expected that community development programmes 
will extend over the whole of India by October, 1963. 

National Extension Service. The success of develop¬ 
mental planning hinges on the capacity of villagers to 
embrace the transforming socio-economic life. The 
mental attitudes of the villagers have to be changed so 
that they can welcome and accelerate the process of 
socio-economic transformation involved in planned 
development. The National Extension Service (N.E.S.) 
links up the cultivators with the Government; it initiates 
and intensifies the process of socio-economic changes. 
The N.E.S. is a faithful companion to the Community 
Development Projects. There is a Block Development 
Officer managing a Development Block consisting of 110 
to 120 villages. The Block Development Officer is 
assisted by six technical extension officers > these officers 
are concered with the following branches of rural 
development i agriculture, animal husbandry, co-operation 
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and panchayats, engineeftng, social ec}u£ation for males* 
female education. The key jpajm-in the whole scheme 
is the multipurpose village levgl woi^er«or Gram-Sevak. 
He is to advise the villagers on all practical problems. 
He is to help them in fully utilising the available facilities 
and improving agricultural practices. The Cram-Sevak 
will live in the villages. He will live among the people 
and take interest in their activities. They will know 
the cultivators personally and, therefore, will be able to 
study their problem closely. 

The N.E.S. was inaugurated in 1953. The Second 
Plan seeks to extend the N.E.S. to five lakhs of villages. 
The success of the scheme depends upon the sympathy, 
tact, ability and idealism of the Gram-Sevaks. They 
have to channelise the energies of villagers to socially 
and economically fruitful purposes. They must bring to 
the villagers an intellectual and emotional awareness of 
the various programmes of reconstruction. With the help 
of the N.E.S. the rural folks are to identify themselves 
with the great task of nation-building. 



CHAPTER 5 


COTTAGE AND SMALL- 
SCALE INDUSTRIES 


Definition. Industries are usually classified into 
three groups : (i) cottage industries, (ii) minor or small- 
scale industries, (ii) large-scale industries. A cottage 
industry is, in general, defined to be one which is carried 
on by the worker in his own cottage with or without 
the assistance of the members of his family. Ic may 
be his part-time or full-time occupation. He will not 
use hired labour. Most of the cottage industries are 
traditional activities resting on traditional methods. Many 
of them have to struggle for existence against modern 
technology. A small-scale industry may be defined to be 
one with a capital investment of less than Rs. 5 lakhs and 
employing less than 100 persons when it uses no power, 
and employing less than 50 persons when it uses power. 
Handloom cloth, gur, machine screws, machine bolts are 
some of the products of cottage and small-scale industries. 

Place and Importance of cottage and small-scale 
industries in economy : Advantages. 

According to the estimates ( 1950-51 ) of the National 
Income Committee and Census Reports ( of 1951) the 
workers engaged in cottage and small-scale industries far 
out-number those in large-scale industries. The monetary 
value of the output of cottage and small-scale industries 
in India far exceeds that of large-scale industries, according 
to the aforesaid report of the National Income Committee. 
This indicates the importance of cottage and small-scale 
industries in the Indian economy. Organised major indus- 
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tries in India do not support the majority of industrial 
workers. 

India is deficient in capital equipment. Large-scale 
industries eat up too much of capital which as yet India 
is not in a position to procure for every sphere. Hence 
cottage and small-scale industries must be maintained 
in some -sectors of the economy. Similarly, cottage 
and small-scale industries do not require as much technical 
and scientific knowledge is large-scale industries. India 
suffers from an acute shortage of technicians. It is easier, 
therefore, to promote cottage and small-scale industries in 
India. Large-scale industries inevitably have some social 
costs in the shape of concentration, of population and 
the problems of housing sanitation, etc. Cottage and 
small-scale industries are free from such disadvantages. 

Cottage and small-scale industries have a special role 
to play in the village economy. Cultivators can escape 
seasonal unemployment by falling back on them. They 
can improve their financial position by running them as 
a part-time occupation. Moreover, there are some 
industries which cannot be organised on a large-scale, e.g., 
bee-keeping, gur-making, handicrafts, artistic goods. 
Lastly, cottage and small-scale industries may devote 
themselves to supplying ancillary products of the large- 
scale industries, e.g., nuts and bolts. They may act as 
subsidiaries to large-scale industries and fulfil a vital 
role in economic development. 

Difficulties and Problems. Various difficulties con- 

* 

front the cottage and small-scale industries. Problems 
appear at all stages of production and sale. The basic 
difficulty, of course, relates to finance. Short-term loan 
for securing raw materials or paying wages, long-term loan 
for purchasing tools and implements are needed by cottage 
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and small-scale industries. The qpmmercial banks do. 
not find it profitable to advance loans to small producers. 
Hence the small producers are left at the mercy of maha- 
jans or sahukars or money-lenders. The money-lenders may 
unscrupulously assist on the sale of the products to them 
at a predetermined price. The small producers find it 
uneconomical but unavoidable. That is why the Ford- 
Foundation-sponsored International Planning Team 
recommended in its report ( 1954 ) that State Finance 
Corporations should be set up in all states for assisting 
exclusively small-scale industries. It also recommended 
that co-operative and commercial banks should take 
more active interest in financing these industries. 

To produce quality articles and to find markets for 
them also baffle the cottage and small-scale industries. 
Because of antiquated implements and outdated 
techniques the products are not always of high quality. 
Even when excellent handicrafts are brought out by 
sheer skill, they are not easily marketable. This is so 
particularly because their principal consumers, the 
Rajahs and Zamindars are going into oblivion. Besides, 
colourful machine-made goods distract the attention of 
the rich people » the products of cottage and small-scale 
industries are displaced. Some products of these indus¬ 
tries, especially artistic textiles, can gain good markets in 
foreign countries. But then the quality of output must 
be improved and the foreign markets must be explored. 
The International Planning Team recommended the 
establishment of Export Development Offices for this pur¬ 
pose. Fortunately for the small producers, several Small 
Industries Service Institutes have been set up in India. 
They provide expert advice on techniques of production, 
management and marketing. These Institutes also aid 
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small industries in securing ratt materials, machinery,' 
credit, etc." 

i 

The competition with large-scale industries is narrow¬ 
ing down the sphere of operation of cottage and small- 
scale industries. Large-scale industries can turn out goods 
at a much lesser cost and thereby outrival the latter who 
arc forced to withdraw from certain sectors of production. 
Sometimes cottage and small-scale industries are depen¬ 
dent on large-scale industries for the supply of raw mate¬ 
rials, e.g., yarn for the handloom industry. Large-scale 
industries themselves consume yarn > the difficulty of small 
producers is easy to understand. Large-scale industries 
cannot, however, successfully invade that market of small 
producers where an infinite variation of artistic designs 
is needed. 

Planning and State Assistance. It appears that the 
Government is trying earnestly to bolster cottage and 
small-scale industries. The First Five-Year Plan drew up a 
programme of assistance to ten industries, e.g., palm gur 
industry, village oil industry, leather industry, cottage 
match industry, etc. The Union Government and the State 
Governments planned to spend respectively Rs. 15 crores 
and Rs. 12 crores on these industries. About Rs. 31'2 crores 
were actually spent on these industries during the First 
Plan period. The Government took other important steps 
during the same period. It established six All-India 
Boards to handle the problems of the handloom indus¬ 
try, khadi and village industries, handicrafts, small-scale 
industries, sericulture and the coir industry. Four Small 
Industries Service Institutes were formed to grant tech¬ 
nical advice and assistance. Twelve State Finance Corpo¬ 
rations were set up to extend financial aid to village and 
small industries. The Government, furthermore, decided 
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to purchase certain classes of stores exclusively from 
village and small industries. 

The Second Plan devoted much greater attention to 
village and small industries than the First Plan. It 
provided for a total outlay of Rs. 200 crores ; Rs. 175 crores 
were to be spent by the States and Rs. 25 crores by the 
centre. Vegetable oil, leather footwear and tartning, hand¬ 
pounding of rice, cottage match, gur and khandsari were 
the principal village industries to be developed during the 
period of the Second Plan. The objectives of this expen¬ 
diture were ( i ) to prepare the base for an efficient 
decentralised^sector in the economy integrated with large- 
scale industries as also with agriculture, («) to increase 
employment opportunities, (n'i) to satisfy a portion of 
expanding demand for consumer goods and producers’ 
goods. 

The Third Plan keeps the same objectives in view. 
And it broadens the scale of effort. It provides for a 
total outlay of Rs. 250 crores. It should be noted, how¬ 
ever, that small industries, both under the Second and the 
Third Plans, are to receive additional funds under the 
budgets of the community development blocks, schemes for 
the rehabilitation of displaced persons and the welfare 
of backward classes. It is, moreover, anticipated that nearly 
Rs. 275 crores will be invested by private sources during 
the Third Plan period. 



CHAPTER 6 


LARGE-SCALE 

INDUSTRIES 


The Fiscal Commission of 1922 has rightly reported that 
India’s industrial development has not been commensurate 
with her size, population and natural resources. Large- 
scale induslries employ a small proportion of the country’s 
total population. The per capita industrial output is 
distinctly low in India. The National Income Committee 
has found out that only 5’8% of the total national income 
are contributed by Indian industries. The per capita 
consumption of industrial products is also j very low: in 
the United States, the per capita consumption of steel is 
about 800 lbs., in England 520 lbs., in India only 8 lbs. 
India’s natural resources and man-power point to vast 
possibilities of industrial development. We are, therefore, 
led to examine why India is industrially backward. 

Causes of Industrial Backwardness. The chief obsta¬ 
cle to India’s industrial progress before 1947 was the anti¬ 
pathy of the foeign masters. The British overlords were 
not interested in the long-term development and prosperi¬ 
ty of the colony. They, of course, adopted some mea¬ 
sures of economic development i but those were meant 
primarily to serve the interests of England. Planned 
industrial development in India did not concern the alien 
rulers. 

India lacks capital. The National Government finds 
it a stupendously hard job to procure capital for indus¬ 
trial growth. The amount of domestic saving in this 
poor country is conspicuously law. Hence it’ is always 
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difficult to develop existing industries and to start 
new ones. 

India also lacks efficient labourers. Indian labourers 
are unskilled because most of them are illiterate and 
untrained. They are undernourished > ill health breeds 
inefficiency. This increases on account of the tendency of 
labourers to change places of employment too rapidly i 
they do not wait to acquire skill. 

•Another handicap in the dearth of business captains 
possessed of initiative, imagination and risk-taking 
capacity. It is hard to build up new industries unless 
entrepreneurs with requisite virtues are available. 

Industries cannot advance without adequate power 
resources. Cheap power must be produced on a sufficient 
scale to sustain rapid industrialisation. India has not 
been able to develop hydro-electricity to the required 
extent. She is deficient in oil. She has large stocks of 
coal, but they, are conentrated in the Bengal-Bihar belt. 
To carry coal to distant parts of India raises the cost of 
production and hampers industrial efficieny. 

The Government’s policy sometimes damps the incen¬ 
tive of industrialists. If, for example, the taxation or 
nationalisation policy of the Government is miscalculated, 
the initiative of business leaders may be choked. In this 
matter the Government of India has not always been 
cautious. This is another handicap to industrialisation. 

Remedies : Measures to promote Industrial Develop¬ 
ment. Extensive industrialisation requires large-scale in¬ 
vestments. The supply of capital, therefore, must be 
considerably increased. Facilities for short-term and long¬ 
term loans to entrepreneurs must be quickly expanded. 
The Government can provide financial and other aids 
to promote industrial development in socially desirable 
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directions. It can be the beneficent buyer of finished 
products. It can encourage industrialists by organising 
exhibitions and competitions for improved techniques. 
Moreover, the banking system of the country should be 
reorganised to facilitate investment. 

In order to augment the supply of capital India must 
look to foreign sources. She must not be unduly prejudiced 
against foreign capital just because it is foreign. She must 
be prepared to accept foreign oil without string and 
without impairing her independence. 

Adequate attention must be paid to formation of skills. 
Technical institutes should be established in all parts of 
the country to turn out skilled workers in large numbers. 
If necessary, technicians from foreign countries should be 
invested to train up Indian technicians. Later on these 
Indian technicians will act as tutors to new students. 
Besides, ordinary labourers must get some form of training 
so that industrialisation would not suffer on account of 
their inefficiency. Industrial disputes should be checked 
to raise industrial productivity. 

Hydro-electric resources should be fully tapped to pro¬ 
vide cheap and abundant power for the industries. Other 
sources of power like oil and coal should be carefully 
exploited > all wasteful methods of utilising mineral 
resources must be abandoned. Vigorous steps should be 
taken to manufacture and use atomic energy. 

Ambitious schemes of industrialisation must be backed 
up by suitable agricultural planning. This will enable 
business leaders to tide over the problem of securing 
raw materials. By means of excellent raw materials 
they will produce high-grade articles. 

The policy of the Government must be well-conceived 
and well-directed. Whether it wants to emerge as the 
principal producer in one field, whether to would 
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nationalise some industries, whether sate trading should be 
introduced in certain areas—all these complex problems of 
industrial policy must be dealt with by the Government 
with utmost caution and circumspection. Any false step 
will produce a spiral of vicious results endangering the 
stability of the entire economy. 

Why Indian Labourers are inefficient. India’s indus¬ 
trial progress is hampered, to a great extent, by the in¬ 
efficiency of Indian labourers arc not deliberately ineffi¬ 
cient, they arc inefficient because of a number of unfavour¬ 
able circumstances which they cannot control. 

Indian labourers earn an extremely low salary. This 
compels them to live in unhealthy localities and makes 
them the victims of malnutrition and diseases. It is im¬ 
possible for them to improve their conditions of living 
with low wages. Without an improvement in living con¬ 
ditions their efficiency is bound to diminish. 

The majority of Indian labourers arc illiterate. They 
do not know how to read and write. They have not 
received any vocational training. They are deprived of 
the opportunities of general or technical education. They 
do not have a proper knowledge of the machines they 
handle. Hence the Indian labourers cannot gain effi¬ 
ciency. 

The climate of a country always exercises a dominant 
influence over the energy and vitality of labourers. The 
climate in different parts of India ( with a few exceptions) 
is extremely hot. Excessive heat debilitates and de-ener¬ 
gises a labourer. He may become indolent and unfit for 
prolonged strenuous job. He does not become incapaci¬ 
tated, but he definitely becomes less efficient on account 
of adverse climatic conditions. 
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Remedies. The efficiency of labourers cannot be raised 
without proper education. The labourers must receive 
some kind of general as well af technical education. The 
number of primary schools in all parts of the country 
must be appreciably increased. Technical schools should 
be formed in large numbers to test and develop the parti¬ 
cular abilies of would-be labourers. There is no reason 
why, with proper training, an Indian worker would not 
be as efficient as an English or German worker. 

But training alone can achieve little. The standard 
of living of the labourers must be sufficiently raised. 
They must not live in overcrowded slums amidst disease 
and squalor. They must not go on taking unnutritious 
food which is hopelessly inadaquate to equip him for 
hard labour. All labourers must earn the minimum wage 
to take nutritious food, live in healthy houses and to 
wear clean clothes. Abundant medical facilities must 
be extended to them. With sound body they can devote 
themselves to increasing India’s industrial output. 

It is not possible to do away with the evil effects of 
climate. In certain spheres, however, it is essential to 
mitigate their rigour. Modern devices such as air-condi¬ 
tioning have to be employed in some types of factories 
where the temperature is unbearably high. 

The Government’s Industrial Policy. A comprehen¬ 
sive industrial policy was for the first time announced by 
our Government on April 6,1948. This policy sought to 
demarcate the spheres of private-owned and Government- 
owned industries. It also broadly laid down the ways in 
which the state would control and regulate different 
industries. This policy needed some reorientation with the 
launching of the Second Five-Year Plan > for the Second 
Plan inaugurated a daring scheme of quick industriali- 
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sation. Tha Government announced a new Industrial 
Policy on April 30, 1956. This policy classified industries 
into three broad categories. .Firstly, there are 17 major 
industries such as arms and ammunitions, iron and steel, 
air*and railway transport, ship-building etc. j the rate 
will be exclusively responsible for the future develop¬ 
ment of these industries. The private sector operating 
some of thsc industries will be permitted to expand 
their scale of production. The state may in certain 
cases boost up privately owned units. The private 
and the public sectors will work jointly. In the second 
category there are 12 industries such as fertilizers, 
machine-tools, synthetic rubber, etc. As regards 
industries in the first category, only the state is entitle j 
to establish new units. But, as for industries in the 
scecond category, both the State and the private sector 
can simultaneously establish new units. The private and 
the public sector may or may not combine to set up new 
units. The state will progressively attempt to own these 
industries. However, it is fundamentally important that 
the state and the private enterprise should co-operate: 
to facilitate developmental planning. The third category 
contains the list of residual industries i The future deve- 
lopmant of these industries will, in general, be left to the 
initiative and enterprise of the private sector. But the 
State is not entirely debarred from entering into this 
sphere. For the sake of balanced economic growth the 
rate will have the right to establish new industries 
belonging to this category. 

The Industrial Policy of 1956 is the natural progeny of 
India’s decision to institute developmental planning 
within a democratic pattern. The Government must 
necessarily gain leadership, and control in achieving a 
balanced -economic growth. But it must not totally 
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destroy private enterprise and private initiative. In other 
words, India will have a* mixed economy. Both the 
public and the private sectors will be expected to work 
harmoniously towards a glorious economic future. The 
private industrialists must not grudge the control exercised 
by the Government. The Government must not exercise 
its regulative power in an undisciplined fashion. The 
continuously rising prosperity of Indians should be the 
primary objective of both the sate and the private owners. 

Iron and Steel Industry : Most of the raw materials 
required for this industry are, fortunately, available in 
India. India possesses adequate stocks of iron ore, 
manganese ore, coking coal, magnesite and dolomite. 
Of course, she has to import nickel, chromium, spelter, tin, 
etc. But that is not a big hurdle. 

1924 is a landmark in the history of India’s Iron and 
Steel Industry. The industry was granted tariff protection 
in that year. Since then it has made rapid progress. It 
gained so much productive efficiency that it could progress 
without tariff protection which was stopped in 1941. 
The output of finished steel has increased from 0'89 
million tons in 1947 to T77 million tons in 1959. The 
industry faces the problem of quickly raising the 
production of finished steel and of increasing the supply of 
pig-iron to the foundries. 

The principal producers in the private sector arc : 
Tata Iron and Steel Company, the Indian Iron and Steel 
Company, the Mysore Iron and Steel Works. The plant of 
the Tata Iron and Steel Company, situated a’t Jamshedpur, 
is the oldest of the three. In 1911 it produced its first iron. 
In 1912 it produced its first steel. The Company under¬ 
took two expansion schemes, one in 1952 ( which is 
already completed ), and another in 1955. 

4 
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The Ixdiati Iron and Steel Company has - one plant at 
Kulti, atod another at Burnpur. This Company undertook 
vast expansion programmes in 1953 and in 1955. The 
Mysore Iron and Steel Works was formed at Bhadravati 
in 1923. A technical sfudy ot the plant by experts was 
done in 1955. There have been expansion programmes 
in this plant also in tunc with the country^ overall 
industrial growth. 

Large-scale industrialisation cannot be carried on 
without an immense increase in steel output. The Second 
Five-Year Plan has rightly emphasised the expansion of 
steel production as a necessary condition for industrial 
progress. Accordingly, three steel plants located at 
Rourkela, Bhilai and Durgapur, have been constructed. 
They have registered satisfactory progress. The Third 
Five-Year Plan contemplates an expansion of these plants 
and the establishment of a new one at Bokaro. The 
estimated expenditure for these and other programmes for 
the Iron and Steel Industry under the Third Plan amounts 
Rs. 571 crores. 

Cotton Textile Industry. The first cotton mill was 
set up as early as 1818 in Calcutta. It has witnessed a 
steady growth since the middle of the 19th century with 
Bombay as the nerve-centre. 

The industry did not face any problem as regards new 
raw materials. About 5J million bales of cotton are con¬ 
sumed by this Indian industry when it works to its full- 
rated capacity. Due to partition, many cotton-growing 
areas were lost to India. Only 2'2 million bales of cotton 
were produced in 1947-48 ; there was a further decline in 
1948-49 when India’s production of cotton fell to 1*8 
million bales. This difficulty as to raw material was 
almost sol”ed by 1958-59 as India’s cotton production rose 
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up. India exported 890 millon yards in 1959, *355 million 
yards more than in 1958. The number of cotton ifiills in 
India declined from 423 in 1947 to 408 in 1948 due to 
partition. But new mills have been opened : the equipment 
of old mills has been expanded? the total production 
capacity has increased. According to the estimate of the 
Textile Commissioners’ Office there were 479 cotton textile 
mills in India on January 1, 1959. One defect in the 
growth of this Industry lias been the concentration of 
more than 60 per cent of the mills in Bombay. The 
industry has also to solve the vital problem of bringing the 
existing units to an economic size, of renovating and 
modernising them. 

The First Plan sought to raise the output of mill-cloth 
to 4700 million yards of cloth. The target was surpassed. 
The Second Plan has continued the effort and has stepped 
up the output to 5000 million yards of mill-cloth. The 
Third Plan fixes the target at 5800 yards. 



CHAPTER 7 


PLANNING AND ECONOMIC 
PROGRESS IN INDIA 


Social Objectives of India’s Five-Year Plans. 

Even before India achieved freedom, before she em¬ 
barked upon planned economic development, leaders of 
the national movement emphasised the social objectives 
of planning. The objectives of planning are not confined 
to a rise in production and standard of living. They are 
concerned with the establishment of a social and economic 
system wedded to freedom and democracy. Planning must 
institute social, economic and political justice in all spheres 
of national life. The basic criterion in the determination 
of the lives of economic progress is not private pi of it or 
the interests oka few persons, but the good of the people 
as a whole. Consequently, many of the existing social 
and economic institutions have to be either demolished 
or transformed. The state has to assume an enormous 
responsibility in this task of reconstruction. It must 
safeguard the interests of the poorer and the less privileged 
sections of the people. The state must enable them to 
attain the standards of the richer classes. The state has 
to ensure balanced and integrated development of all the 
available resources. Thus, the Indian Parliament declared 
in December 1954 that the broad objective of economic 
policy must be the achievement of a ‘socialist pattern of 
society’. A socialist pattern of society implies an equit¬ 
able distribution of income and wealth > it also necessita¬ 
tes the application of modern science and technology for 
increasing' production. This social objective conforms to 
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the Directive Principles of State Policy enumerated in the 
Indian Constitution. The First Plan, therefore, had as its 
principal objective a reasonably high standard of living, 
and the extension of full and equal opportunity for deve¬ 
lopment to all citizens. This meant a balanced emphasis 
on increasing production and employment and securing 
economic and social justice. The Second Plan, similarly, 
emphasised a progressive reduction in the concentration of 
economic power. It stressed that the less privileged 
sections of society should receive proportionately more 
benefits out of planning than the wealthy sections. A 
conflict between the demands of social and economic 
equality and the demands of increased production and 
employment may, of course, arise. But this conflict between 
the social and economic objectives of planned develop¬ 
ment is only a short-run phenomenon. Besides, the work¬ 
ing of the two Five-Year Plans in India indicates that a 
balanced advance on the social and economic fronts 
ensures the most satisfactory results. 

The state has to assume a dominant economic role in a 
socialist pattern of society. But it does not monopolise 
economic initative. The private sector continues to play 
a prominent part. However, the private sector must 
discipline itself i it must accept the basic objectives of the 
national plan > it must not work to thwart the aims of 
the public sector. The private sector does not simply 
stand for large industrial establishments i it includes small 
industrialists and traders, farmers and artisans. Co-oprative 
organisations, too, form an important component of the 
socialist pattern. They combine the advantages of indivi¬ 
dual initative and small-scale management with the utility 
of large-scale organisation. Co-operative institutions can 
play a significant role in agriculture, social services, 
medium and small-scale industry. Both the public and the 



54 


ECONOMICS 


private sector have to work for public benefit.' The public 
sector will experience a growing leadership in the era of 
developmental planning. 

Progress under the First and the Second Five-Year 

Plans. 

> 

The First Five-Year Plan attempted to strengthen the 
base of the Indian economy. It, therefore, proceeded to 
repair the damage to our economy caused the second 
world war and partition. It sought to create certain 
essential social and economic conditions without which 
rapid development is impossible. Furthermore, the First 
Plan formulated the fundamental social and economic 
policies for economic development in conformity with the 
Constitution’s Directive Principles. The Second Five-Year 
Plan provided for a larger increase in production, invest¬ 
ment and employment. It aimed at the establishment of 
basic industries and rural reorganisation in such a way as 
to accelerate the rate of growth of the national economy. 
The Second Plan also stressed the reduction of disparities 
in income and wealth. 

During the First and the Second Plan (1951-61) the 
Indian economy saw an investment of a little over 
Rs. 10,000 crores. The public sector investment during 
the First Plan amounted to 1560 crores i during the 
Second Plan it was about 3650 crores. The private sector 
investment was Rs. 1800 crores during the First Plan, and 
Rs. 3100 crores during the Second Plan. 

Rise in National Income. The First Plan resulted in 
an 18 per cent increase in the national income. This was 
mainly due to a rise in agricultural production. The 
Second Plan was a more ambitious effort. The expected 
increase in national income during the Second Plan is 
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about 20 per cent. There would be about 42 per cent 
increase in national income over the decade 1951-61. 
During the same period, per capita income apd per capita 
consumption would increase by about 20 per cent and 16 
per cent respectively. 

Agriculture. Between 1950-51 and 1960-61 the pro¬ 
duction of foodgrains increased from 52’2 million tons to 
75 million tons, of sugarcnne-gur from 5'6 million tons to 
7’2 million tons, of cotton from 2 9 million bales to 5'4 
million bales. Total agricultural production has gone up 
by about 40 per cent between 1950-51 and 1960-61. 

In 1950-51 the total irrigated area was 51'5 million 
acres j in 1960-61 it was 70 million acres. The consumption 
of nitrogenous fertilisers increased from 55,000 tons in 1950- 
51 to 360,000 tons in 1960-61. 3’9 million acres of waste 
land were reclaimed. Green manuring was extended to 22 
million acres, soil conservation programmes to 2'7 million 
acres. During the Second Plan about 4000 Seed farms were 
to be established ; the ultimate object is to supply improved 
seeds to the entire cultivated area. Considerable progress 
was also made with regard to development of fisheries, 
milk supply, vegetable and fruit cultivation, etc. 

The growth of the co-operative movement was appre¬ 
ciable. The number of primary agricultural societies 
incrcsed from 105,000 in 1951 to about 183,000 in 1958-59. 
The number of members of these societies increased from 
4'4 million to 12 million. During the First Plan the 
epoch-making decision to introduce extension services 
was made. Extension services were an integral part 
of the community development projects. At the end 
of the First Plan, extension services were operating 
in 1064 community development blocks, covering 80 
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millions of people in 150,000 villages. About 28,000 exten¬ 
sion officers and 31,000 village level workers would com¬ 
prise the extension services at the block and village level. 
By the end of the Second Plan the community develop¬ 
ment projects would spread to about 3,100 development 
blocks, covering about 200 millions of people in about 
400,000 villages. 

Industry and Minerals, Between 1930-51 and 1960-61 
overall industrial production would increase by about 120 
per cent. The country for the first time began to manu¬ 
facture certain new products, e.g., industrial boilers, 
industrial explosives, diesel road rollers, sulpha and anti¬ 
biotic drugs, D.D.T., newsprint, etc. Coal production 
rose from 32 million tons in 1950-51 to about 53 million 
tons in 1960-61. Iron ore output rose from 3 million tons 
in 1950-51 to about 12 million tons in 1960-61. The total 
finished steel capacity was 1 million tons at the beginning 
of the First Plan, 1‘3 million tons at the beginning of the 
Second Plan. * It would rise to 4*5 million tons with the 
completion of three steel plants established by the public 
sector. Basic capital and producer goods industries, 
especially machinery and engineering industries made 
considerable progress. Progressively larger quantities of 
machine tools and machinery are now being produced by 
the country. The aggregate value of all kinds of indus¬ 
trial machinery produced in India was Rs. 11 crores in 
1951; in 1958 it was Rs. 79 crores. At the end of the 
Second Plan, the country would produce much of the 
equipment required by the Railways. Chemical industries 
also were progressing steadily. 

The First and Second Plans initiated special measures 
for the promotion of village and small industries. By the. 
end of the Second Plan nearly 60 industrial estates 



PLANNING & ECONOMIC PROGRESS IN INDIA 


57 


containing 700 small factories would be set up. Small In¬ 
dustries Service Institutes were set up in all States. Many 
small-scale industries such as hand tools, sewing machines, 
electric fans, etc., recorded encouraging progress. There 
was a phenomenal rise in the production of handloom 
cloth from 742 million yards in 1950-51 to 2,125 million 
yards in 1960-61. During the same period the production 
of khadi rose from 7 to 80 million yards. 

Transport and Communications. There was a size¬ 
able increase in the mileage of surfaced roads > it rose from 
97,500 miles in 1950-51 to 144,000 miles in 1960-61. 
During the same period the number of commercial vehicles 
increased from 116,000 to about 200,000. The shipping 
tonnage also increased from 390,000 GRT in 1950-51 
to 900,000 GRT in 1960-61. The Railways were rehabilita¬ 
ted during the First Plan. Extensive development schemes 
were undertaken by the Railways during the Second Plan. 
By 1960-61, 1300 miles of railway track would be doubled i 
about 1200 miles of new railway lines would be construct¬ 
ed ; 880 miles of railroads would be electrified. The 
number of locomotives was likely to increase from 8,200 in 
1950-51 to 10,600 in 1960-61. 

Communication Services expanded substantially. The 
number of post offices increased from 36,000 in 1950-51 to 
75,000 in 1960-61. The number of telegraph offices increased 
from 3,600 in 1950-51 to 6,300 in 1960-61. Notable advances 
were made in broadcasting. During the First Plan the 
number of transmitting stations rose up to 26* at least 
one station was granted to each language area. The 
Second Plan would extend the internal services and 
stengthen the external services. The number of radio 
licences was 0'55 million in 1950 ; in 1959 the number 
was 1'88 million. 
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Power. At Uie end of 1960-61 the -installed generating 
capacity was 5*8 trillion K.W. j in 1950-51 it was 2*3 
million K.W. only. The number of electrified towns and 
villages in 1950-51 was only 3,687 > by 19&0-61 it would 
shoot up to 19,000. 

Technical Education and Scientific Research. Appre¬ 
ciable progress was made in extension of facilities for 
technical education. In 1950-51 the annual intake of 
students in degree and deploma courses in engineering 
and technology was nearly 10,000; by 1960-61 it was 
expected to be 37,000. During the First and the Second 
Plans 3 regional research centres and 20 national labora¬ 
tories were set up. Facilities for research in Universities 
were also augmented. The First and the Second Plans 
truly laid down the foundations of India’s progress in 
scientific and technological research. 

Social Services. The number of elementary/basic 
schools would rise from 223,000 in 1950-51 to nearly 385,000 
in 1960-61. The percentage of school-going children in the 
age group 6-11 would be 60 by 1960-61 i whereas in 1950-51 
it was only 43. The total number of school students would 
increase by about 75 per cent during this period. The 
total number of University students would increase by 
about 140 per cent. Between 1950-51 and 1960-61 the 
number of arts and science colleges would go up from 516 
to 1,050» that of high/higher secondary schools would 
increase from 7,288 to 14,000. 

The number of hospitals and dispensaries would go up 
from 8,600 in 1950-51 to 12,600 in 1960-61. The number of 
registered doctors would swell to 84,000 in 1960-61 i in 
1950-51 it was only 59,000. During this period the 
number ob-mcdical colleges would go up from 30 to 55. 
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The number of family planning centre* would increase 
from 147 in 1955-56 to nearly 1800 in 1960-61. 

Thus, marked progress in the sphere of education, 
health and social welfare was made during the First atfl 
the Second Plans. The country’s human resources can 
best be developed when these facilities are adequate. 

An Outline of the Third Five-Year Plan. 

Priorities. The priorities determine the pattern of 
investment during the period of a plan. Agriculture 
naturally deserves the first priority in a scheme of 
development. The Third Five-Year Plan has as one of its 
major targets the achievement of self-sufficiency in food- 
grains and the supply of requirements of industry and 
exports. The standard of living of the rural population 
must rise and keep pace with that of other sectors j hence 
agricultural output has to be raised to the highest possible 
level. The growth of the entire economy will, to a great 
extent, depend on the level of agricultural production. 
Beyond a certain stage, however, agricultural progress can¬ 
not be ensured without industrial growth. Agriculture 
and industry are indivisible and interdependent parts of 
the developmental process. An accelerated growth of the 
economy cannot be secured without a co-ordinated 
development of agricultural industry. Power and transport 
must also be developed to facilitate this growth. Great 
emphasis should be placed on the basic industries like 
steel, machine-building. These will enable the economy to 
sustain its own growth in future. 

Economic development also requires progress in such 
related fields as scientific research, technical education, 
training of craftsmen, general education, health and 
medical services, family planning, etc. The* amount of 
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available resources limits the extent of these programmes. 
As planning advances, greater attention can be devoted, to 
them. Education and social services are, furthermore, 
essential for arousing public interest and assuring public 
participation in the country’s development. 

Investment. Investment means expenditure on the 
creation of physical assets, e.g., plant, equipment, buildings, 
etc. » it also includes expenditure on personnel necessary 
for constructing these assets. It has been provisionally 
estimated that during the Third Plan the public sector 
and the private sector will invest respectively Rs. 6,200 
crores and Rs. 4,000 crores. The corresponding figures 
for the Second Plan are Rs. 3,650 crores and Rs. 3,100 
crores. As compared to the Second Plan, the total 
investment in the Third rises by about 51 per cent. The 
First Plan gradually raised the annual investment in the 
economy to Rs, 850 crores i by the end of the Second Plan 
it was nearly Rs. 1500 crores i the Third Plan is expected 
to increase it to Rs. 2,500 crores. The Third Plan continues 
the general pattern of investment of the Second Plan. But, 
during the Third Plan, the public sector will lay greater 
emphasis on agriculture, industry, power and certain 
aspects of social services 

Agriculture and Irrigation. The Third Plan seeks to 
increase agricultural output by 30 to 33 per cent. The 
production of foodgrains will increase by 25 to 30 million 
tons. That would bring per capita per day consumption 
of cereals to 15 ozs. and of pulses to 3 ozs. The output of 
cotton will be stepped up by 1‘8 million bales. This would 
allow for per capita per annum consumption of 17'5 yards 
of cotton textiles. 

The consumption of nitrogenous fertilisers will be 
raised to 1 .million tons. The consumption of phosphatic 



PLANNING & ECONOMIC PROGRESS IN INDIA 61 

fertilisers will go up to 400-500 thousand tons. 75 million 
acres will be covered by plant protection measures. Dry 
farming techniques will be adopted in about 40 million 
acres. An additional area of 13 acres will benefit from 
soil conservation measures. The Third Plan will extend 
irrigation facilities to an additional area of 20 million 
acres. Tire scope of the co-operative movement will be 
considerably enlarged. The entire rural area will be 
covered by the community development projects by 
October 1963. 

Industry and Power. The Third Plan lays special 
emphasis on industries such as steel, machine-building and 
producer goods. For these industries build up the 
capacity of an economy to lift itself up continuously and 
to progress at an accelerated pace. The steel plants at 
Bhilai, Durgapur and Rourkela will be expanded ; these 
will contribute 5 5 million tons ot steel ingots. The 
public sector will start a fourth steel plant at Bokaro. The 
Third Plan will work for the target capacity of 10'2 
million tons of steel ingots and 1'5 million tons of pig 
iron. Coal production will be increased by 37 million tons ; 
this will bring the total to 97 million tons. Striking pro¬ 
gress is expected in the field of machinery and engineering 
industries > the efforts of the public sector will be supple¬ 
mented by the private sector. 

The All-India Boards for the development of small- 
scale industries and the Sate Governments will forumlate 
programmes of development of village and small industries. 
The private sector and Co-operative Organisation will take 
a prominent part j the Government will help them by 
providing facilities regarding raw materials, credit, training 
and technical know-how. The Third Plan will raise the 
number of industrial estates to 360 i the Second Plan target 
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was only 60. Between 1960-61 and 1965-66, the production 
of khadi, powerloom and hand-loonf cloth is expected to 
increase from 2,610 million yards to 3,500 million yards. 

By the end of the Third Plan the total generating 
capacity of power will be 1L'8 million K.W. i at the end 
of the Second Plan it was 5'8 million K.W. During the 
Third Plan electrification will extend to 15,000 additional 
towns and villages. A programme for generating 300,000 
K.W. of nuclear power will also be undertaken. 

Transport and Communications. The Third Plan 
will add 20,000 miles of surfaced roads to the pre-existing 
total of nearly 144,000 miles. The number of commercial 
vehicles will incrcare from over 200,000 to nearly 300,000 
during the period of the Third Plan. 1,200 miles of new 
railway lines will be added. Marked progress in shipping 
is also expected. 

Social Services. In the field of social services notable 
advances will be made during the Third Plan. All 
children between 6-11 years will secure free and compul¬ 
sory primary education. The total number of students 
attending schools will rise from 41 million in 1960-61 to 
65 million in 1965-66. The number of students admitted 
in science courses in colleges will go up from 30 to 40 per 
cent of the total. The intake capacity of engineering 
colleges and polytechnics will be 52,500 at the end of the 
Third Plan » at the end of the Second Plan the number 
was 37,000. Facilities provided by scientific laboratories 
and engineering enterprises will be progressively 
augmented. 

High priority will be given to the family planning pro¬ 
gramme i the number of family planning clinics will go up 
to 8,200. The number of hospitals and dispensaries will 
be stepped'* up from 12,600 to 14,600 i the number of 



PLANNING 8c ECONOMIC PROGRESS IN INDIA 63 

primary health centres will increase from 2,800 to 5,000. 
The number of registered doctors is expected to rise from 
84,000 to 103,000. 

Local development works for rural areas will be under¬ 
taken on a grand scale. Certain minimum amenities will 
be provided to all villages, e.g., adequate supply of drinking 
water, roa'd^. etc. 

The Third Five-Year Plan envisages large investments, 
fr will prepare the ground for more rapid and extensive 
development under the Fourth Five-Year Plan. 

The Third Plan : The Final Report 

Presented to Parliament and the people on August 7, 
1961, the Third Plan, with an overall outlay of Rs. 11,600 
crores—of which Rs. 7,500 crores will be in the public 
sector and Rs 4,100 crores in the private sector —contains 
no suprrises. 

But it outlines the strategy for achieving in the com¬ 
ing five years as much as the country did during the last 
decade, with greater precision and clarity than was done 
in the Plan’s draft outline, published one year ago. 

A 30% increase in the national income i enough food 
for 492 million people—the expected population in 1965 i 
nearly two yards more of cloth for every individual j free 
and compulsory primary education j improved health 
services and pure drinking water for every village continue 
to be the Plan’s major targets. 

With basic and heavy industry sharing "top priority” 
with agriculture, a 70% expansion in industrial production 
is planned. The highlights of the programme are the 
expansion of the steel-making capacity to ten million tons, 
an eightfold increase in the production of nitrogenous 
fertilizers, and a sixfold increase in that of machine tools. 
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Investment in the Private Sector. 

The following Table shows how much of private invest¬ 
ment (in crores of Rs.)is expected to take place in different 
sectors of the economy during the Third Plan, revised 
Second Plan figures being given in brackets : 


Agriculture ( including irrigation) 

Power 

Transport 

Village and small industries 
Large and medium industry and mines 
Housing and other construction 
Inventories 


850 , (675) 
50 (40) 

250 (135 ) 
325 (225) 
1,100 (725) 
1,125 (1,000) 
600 (500) 


Total 4,300(3,300) 


The Public Sector. 

Of the Rs 7,500 crores allocated to the public sector 
Rs. 1,200 crores are termed as “current outlay” or expendi¬ 
ture on the maintenance of the development already 
chicved. 

The net public sector investment is thus Rs. 6,300 crores, 
of which another Rs. 200 crores will be transferred to the 
private sector by way of financial assistance. The private 
sector’s total investment will thus increase to Rs. 4,300 
crores. 

The Rs 7,500-crore public sector outlay is distributed as 
follows : agriculture and community development 14% i 
irrigation 9%, i power 13%, ; industry and mineials 20%, i 
transport and communications 20%, ; social services 17% 
village and small industry 4%, i and inventories 3%,. 
Physical Targets of the Third Plan 

The following Tabic shows the physical targets aimed 
at by the Third Plan ; only the targets for a few key items 
have been shown. 
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Percentage 
increase in 



Unit 

1960-61 

J 965-66 

1965-66 

Foodgrains productio 

n mil.tons 

76 

10C 

over 

1960-61 

32 

Steel ingofs 

mil.tons 

3.5 

9.2 

163 

Machine, tpols 

Rs. c tores 

5.5 

30.0 

445 

Petroleum' products 

mil. tons 

5.6 

9.9 

70 

Iron ore 

mil. tons 

10.7 

30.0 

180 

Coal 

mil.tons 

54.6 

07.0 

76 

Exports 

Rs. crores 

645 

850 

32 

Power : Installed 

capacity 

inil.kW 

5.7 

12.7 

123 

Railways : Freight 
carried 

rail.tons 

154 

245 

59 

Shipping : Tonnage 

lakh GR T 

• 0.0 

10 0 

21 

General education : 

Students in 

schools rail, numbers 43,5 

63.0 

47 

Consumption levels : 

Food 

Calories pei head per day 

2100 

2300 

10 

Cloth 

Yards per head per annum 

15.5 

17.2 

11 


5 



CHAPTER 8 


TWO REPORTS 


All- India Rural Credit Survey Report 

The Reserve Bank of India conducted during 1951-52 a 
comprehensive survey of rural credit in India. The report 
of this survey, known as the Gorwala Committee Report 
because Sri A. D. Gorwala was the chairman of the, 
Committee of Direction, was published in 1954. The report, 
while pointing out the difficulties experienced by the cul¬ 
tivators regarding credit supply, revealed many alarming 
facts about India’s village economy. 

During 1951-52 the average debt of a peasant family 
was Rs. 210. Of the total amount of rural credit only 
3T% were supplied by co-operative agencies, 3*3% by the 
government sources; moneylenders, traders and other 
private agencies provide nearly 94% and constitute the 
mainstay of rural credit. The farmers, therefore, are not 
assured of a cheap, adequate and secure supply of credit. 
The bigger agriculturists could offer land as a security and 
thereby took away the major portion of the loans granted 
by the co-operative institutions i the medium and small 
agriculturists benefited little from the bounty of co-opera¬ 
tives. A perturbing feature of the rural economy was 
that villagers spent less than Jrd of the loans towards 
productive exependiture on agricultural improvement, and 
nearly ^ the amount towards unproductive family 
expenditure. 

The Committee rightly opined that the problem of rural 
credit copld not be tackled in isolation from the larger 
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economic needs of the country. There is no doubt that the 
rural people are severely affected by the problem of credit 
supply * but the problem is not one that can be solved on 
the rural plane. The nation’s economic activity as a 
whole is linked up with this problem and its solution 
cannot be achieved except in that larger contact. The 
Committed, therefore, recommended the following integra¬ 
ted scheme of rural credit. The provision of rural credit 
must be combined with other economic tasks i this will 
place the rural economy on a stable footing. State-partici¬ 
pation must strengthen the co-operatives at all levels and 
co-operatives must be reorganised to deal with credit, 
warehousing, marketing* etc. If the Credit Society and the 
Marketing Society act jointly, the peasants may repay 
loans as they bring their produce for sale to the Market¬ 
ing Society. The Credit Society will have less anxiety 
about the collection of dues. The task of the Marketing 
Society will be easier if warehouses are established. Cul¬ 
tivators, too, will not be forced to sell products at an un¬ 
fair price on account of storage difficulties. The Committee 
recommended the establishment of a National Co-operative 
Development and Warehousing Board. Board will create 
a National Co-operative Development Fund for extending 
long-term loans to State Governments. State Governments 
will thus be enabled to participate in the share capital 
of Co-operative Marketing and Processing Societies. 

The Committee recommended that the Imperial Bank 
of India should be nationalised and transformed into the 
State Bank of India. The State Bank of India will have 
wider responsibilities for mobilising rural savings and 
advancing cheap and quick remittance facilities to the 
co-operetive banks and societies. It will have to open a 
large number of branches in rural areas for these .purposes. 
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The Committee, furthermore, advised the creation of three 

special funds providing finances for rural reorganisation. Of 

these two are National Agricultural Credit Funds set up 

under the Reserve Bank of India ; one will be used to supply 

long-term loans to State Governments who will participate 

in the share capital of co-operative banks, mortgage banks 

1 

and credit societies * the other will be utilized to provide 
medium-term loans to State Co-operative Banks. 

COMMENTS. The scheme envisaged by the Committee 
will be successful only if there is a considerable progress 
in the economic upliftment of the rural folks. A multipli¬ 
cation of the branches of the State Bank of India in rural 
areas will not be effective unless the saving capacity of the 
people increases and the banking habit takes deep roots. 
While institutional credit facilites are still inadequate, 
the Committee ought to have suggested a planned in¬ 
tegration of presonal credit agencies with institutional 
credit agenqes. Lastly, the Committee’s scheme will 
be fruitless unless old debts are wiped out. A systematic 
reorganisation of rural credit must not be accompanied 
by an enormous burden of pre existing indebtedness. 


Village and Small-Scale Industries ( Karve ) Committee 
Report. 

The Planning Commission appointed in 1955 the 
Village and Small-Scale Industries Committee under the 
chairmanship of Sri Karve. The aim was to examine the 
problem of cottage and small-scale industries and to 
formulate a scheme. This scheme would ensure (i) the 
organisation of production and marketing in these 
industries on co-operative lines, (it) a progressive increase 
in employment opportunities, and (iii) the supply of a 
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large part of the increased demand for commonly used 
consumer goods by these industries during the Second 
Plan Period. 

The Committee observed that village and small-scale 
industries remained in a bad shape for a long time » it 
was obvious that their needs were being neglected. The 
First Plan paid inadequate attention to them, merely 
providing for the establishment of six special Boards for 
their development. In 1951-52 these Boards spent 
Rs. 14'32 lakhs only; the expenditure rose up to 9'73 
crores in 1954-55 and more in succeeding years. But these 
were far from being adequate. The Karve Committee 
recommended that during the Second Plan Period Rs. 52 
crores shoulJ on an average be annually spent on these 
industries. The total expenditure of Rs. 260 crores during 
the Second Plan on these industries was expected to create 
full-time, part-time, or seasonal jobs for about 5 million 
persons. The Committee attached the highest importance 
to textile industries including the Khadi industry » about 
Rs. 113 crores were proposed to be spent on them giving 
jobs to nearly 3 million people. The Committee also 
recommended the development of cottage and small-scale 
industries producing hand-pounded rice, g ur, khandesari, 
vegetable oils, leather footwear, matches, etc. 

Three principles moulded the proposals of the Karve 
Committee : (i) The foundations of an essentially 

decentralised society enjoying a rapid rise in the rate of 
economic development had to be built up. (ii) Techno¬ 
logical uncmpl >yment, especially the displacement of 
labour in traditional village industries owing to the 
adoption of new techniques, must be avoided as fir as 
possible. (Hi) Different village and small industries should 
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be used as much as possible to increase employment during 
the period of the Plan. In order to attain economic 
federation the industrial units must be spread out all over 
the country i a small town or a big village in different 
parts of the country may be chosen for the establishment 
of an industrial unit. The modernisation and renovation 
of village and small-scale industries should not b e * carried 
out in such a way as to inciease unemployment. Many 
people have got the talent and tools for joining some 
village and small-scale industries although they are 
employed or under-employed > if opportunities in those 
industries are augmented the problem of unemploy¬ 
ment may be significantly alleviated. 

The Committee advised that the State should step in 
to assist the village and small-scale industries in different 
ways. The State should prop up the co-operative institutions 
so that they will be able to nourish the village and 
small-scale industries. The Committee proposed various 
ways in which the Government, the Reserve Bank of India 
and the State Bank of India could aid these industries. 
The existing institutions, e.g., the Government 
Departments, the State Finance Corporations, All-India 
Boards, etc., should help them as much as possible pending 
the establishment of an effectively integrated system of 
institutional credit. In certain cases the State should fix 
up the sale prices of products and meet the resulting 
losses, if any. A unique recommendation made by the 
Committee was that a ceiling should be placed on the 
production of certain types of factory goods, e.g., mill 
cloth,so that the village and small industries could have a 
chance to survive and the opportunity to meet any increase 
in demand. Thus, the Committee proposed to fix the 
output of the cotton textiles industry at the current level 
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of 5000 million yards and of power-looms of 200 million 
yards, while the handloom and the Khadi industry should 
meet the anticipated additional demand of 1700 million 
yards during the Second Plan Period. The Committee 
made similar recommendations in the case of oilseeds, 
footwear, etc. Furthermore, the Committee favoured the 
levying dff a cess on some large-scale industries : the fund 
so raised would be utilised for the improvement of cottage 
and small-scale industries. Finally, the Committee re¬ 
commended that a separate Ministry of the Central 
Government, headed by a Minister with Cabinet rank, 
should be created to take charge of these industries. 


COMMENT. The concern of the Karve Committee for 
the resuscitation of the village and small-scale industries 
is well appreciated. But some of the recommendations 
are defective. The Committee wanted to impose a ceiling 
on the output of the large-scale industrv > it did not 
consider whether the village and small-scale industries 
were capable of supplying the additional demand. With a 
rise in national income and population the demand for 
goods will increase and it is extremely doubtful whether 
our ill-equipped village and small-scale industries can 
quickly, if at all, meet the increased demand. The 
Committee also made a self-contradictory recommenda¬ 
tion i it proposed modernisation of village and small-scale 
industries in such a way that there would be no increase 
in unemployment; that is impossible as renovation implies 
the adoption of better techniques which must lead to 
some increase in technological unemployment. Lastly, the 
Karve Committee is not sufficiently aware of fact that 
the cottage and small-scale industries in a planned 
expanding economy must ultimately adopt paechanised 
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methods. Hence the temporary measures for protecting 
them must not be such as to freeze future development by 
a callous conformity to obsolete techniques. 
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CHAPTER 1 


THE STATE 


The concept of the State in Politics : 

The word ‘State* occurs repeatedly in our daily 
conversation. The State should do this, the State should 
do that—such statements are a part of our common talk. 
In politics, however, the ‘State* conveys a fundamental 
meaning. Politics is generally supposed to be a study of 
the State. This is a rather wrong interpretation. The 
scope of politics, according to the modern approach, is 
much wider than the ‘State*. Politics to-day is regarded 
as a study of power—a study of the influential and the 
influenced. In short, as Harold Lasswell puts it, politics 
is a study of “who gets what, when and how.” 

Yet, one can hardly deny that the State occupies the 
most important part of politics. It represents the highest 
human organisation. It is the symbol of unity of the 
individuals. In the social family its role is somewhat similar 
to that of the father in the individual family. 

Modern age is an age of economic planning. And in 
an era of planning the State assumes a bigger role—that 
of a maker of the destiny of the people. The masses always 
look to the State for common defence, common welfare 
and justice. An analysis of such an important organ of 
national life, therefore, must precede all other descriptions 
and interpretations in politics. 

Origin of the term : 

The word ‘State* has existed only since the Italian 

i 

Renaissance, when men referred to lo slato. Some say, it is 
only three or four hundred years old. Others maintain that 

M.C. P-1 
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the modern concept of the $tate dates back only to the 
nineteenth century. 

The definition : 

c 

But wh^t do we mean by this word ? Political scientists 
are pretty confused about this. There are hundreds of 
definitions. Let us pick up only the workable ones. 
M&clver defines it as “an association which acting through 
law as promulgated by a government endowed to this end 
with coercive power, maintains within a community 
territorially demarcated the universal external conditions 
of social order.” According to Garner “the State is a 
community of persons more or less numerous, permanently 
occupying a definite portion of territory, independent or 
nearly so, of external control and possessing an organised 
government to which the great body of inhabitants render 
habitual obedience." 

These are rather detailed definitions. Of these, 
Maclver’s definition is more scientific and that of Garner is 
more convenient for elementary analysis. G. D. II. Cole. 
however, has attempted a rather condensed definition—"the 
State is the whole community of its members regarded 
as an organised social unity.” 

Elements of the State : 

It is obviously impossible to catalogue all the elements 
of statehood, since the various States differ so much from 
one another. Roughly there are four elements which are 
essential for any association to be termed a State. 

A. Population: 

States without people are unimaginable. Any State 
must have people, since politics which involves the State, 
is primarily the system of power relationships among 
people. 

No fixed number of people is demanded, although the 
number is expected to be fairly large. The population 
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again, may include all sorts of castes, classes andP natidtfaT* 
ities. But most States to-day include a population drawn 
principally from one nationality. 

B. Territory : 

Living on a common land welds the people into a 
community. Hence territory is the essential base of .the 
State. As with population, no fixed size nor homogeneity is 
demanded. In our modern world there are small States 
as well as the big States. The U.S.S.R., for example, 
extends over 8,348,349 square miles, while San Marino 
has an area of 38 square miles ! 

However, the territory cannot be so large as to be 
indefensible, since in that case it will be seized by other 
neighbouring States. It is also cxppcled that the territory 
will be contiguous. Finally, nomadic peoples, such as 
many Arabian tribes, lacking a fixed territorial base, cannot 
be called States. 

C. Government: 

The State achieves its purpose through* an agency of 
administration. The latter is represented by the government. 
The government exists to furnish the services of the State 
to its population. It upholds domestic order. It represents 
the State to other States. The forms of government may 
vary. What is necessary is that it must be stable. Govern¬ 
ment may be upset temporarily by waves of revolution. The 
State, however, is not wiped away with this change of 
government. It is simply assumed that the State will 
regain as quickly as possible a government. 

D. Sovereignty : . 

The most significant component of the State is sove¬ 
reignty. Sovereignty means the possession of final 
authority. It implies internal supremacy and freedom from 
external control. Many associations or political bodies 
like cities, countries and provinces have population, territory 
and government. They cannot be termed States, because 
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in some respect they are legally or constitutionally inferior 
to some authority. Thus the units in the Indian Federation 
( e.g West Bengal or Assam) although legally termed as 
States, are politically unworthy of being called States. 

The State and Government 

What can we know 

r 

But panic and caprice until we know 
Our dreadful appetite demands a world 
Whose order, origin, and purpose will 
Be fluent satisfaction of our will ? 

—W. H. Auden. 

Some organisation must exist by means of which the 
State may express and administer its will. Government is 
the organisation or machinery of the State. As Ucttell 
points out, “without a government the population would 
be an incoherent, anarchic mob with no means of collective 
action." 

Government is often held to be identical with the State. 
This is sheer confusion. The following points would clarify 
this issue. 

1. The State is abstract ; the government is the 
concrete agency of this State. 

2. All the members of the political community 
constitute the State •, a much smaller number comprise the 
government. 

3. The powers of the State are original; the 
government being an agency, only exercises the derived 
powers. 

4. Government is not sovereign; it is an agent of 
the sovereign power who can revoke the authority granted 
to the government. 

5. Territory is an indispensable element in the State, 
while government has no reference to it. 

6. Finally, the State possesses the character of 
permanence and continuity. 'Governments change or die. 
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The State and Other Associations 

In modern political science, the relation of the State 
to the other associations has assumed great importance. 
According to the old theory the State is the all-embracing 
organisation. The associations live by the grace of the 
State. 

In modern analysis, this extreme view is rejected. 
According to Maclver the State is only one among the 
many associations. Within the community many associations 
spring up. Each association exists to fulfil a particular 
aspiration of the individuals. And men have so many 
diverse aspirations that they can only be satisfied by 
various associations. 

Thus the church fulfils the religious urge of the 
Christians. The Trade Unions satisfy the fighting instinct 
of the workers. Similar is the State. 

The State is an association which exists to satisfy the 
desire for order, security and welfare. These three 
purposes cannot be fulfilled by any other association. 
However, Maclver admits that the State is nevertheless 
a different sort of association. The differences may be 
summarised as follows :— 

1. The State has compulsory membership. The 
membership of all the other associations are voluntary. 

2. The State is a permanent and enduring association ; 
the other associations are rather temporary. 

3. All the associations need an ordered social life. 
This order can be brought about only by the State. 

4. The State is equipped with the power of enforcing 
its authority. This power does not belong to the other 
associations. 

5. The State has a territory within which it must 
limit its authority. But the other associations arc not 
restricted by the frontiers qf a territory. 
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6. Only the State can settle the disputes that may 
arise among the associations. As Barker puts it, the State 
i) the final authority of adjustment over all the associations. 

Notes and comments for the advanced students : 

A. On the definition of the State the following 
definitions may be useful for enriching the answer :— 

Burgess : The State is a “particular portion of 
mankind viewed as an organised unit.” 

Bluntschli : “The State is the politically orgainsed 
people of a definite territory.” 

Woodrow Wilson : The State "is a people 
organised for law within a definite territory.” 

Harold Laski : The State “is a territorial society 
divided into government and subjects claiming, within it 
allotted physical area, a supremacy over all other 
institutions." 

B. On the State and its relation with Government: 

According to Herman Finer* "Government is man s 

unending adventure. It is the heaviest collective and 
individual burden. Yet it is his supreme hope of liberation 
from individual feebleness.” Again, ‘‘the purpose of Govt, 
is to convert all (popular) desire or will into the authorised 
and commanded behaviour of those who live in that area 
of settlement we call the ‘State’.” 

C. On the State and the other Associations : 

In modern analysis, there are two schools, one the- 
monists (those who think the State to be supreme) and the 
pluralists (those who decry the supremacy of the State and 
assert the equality of the groups and associations with the 
State ). The monists always glorify the State at the cost 
of the voluntary associations. The pluralists do just the 
opposite. Truth, however, lies not in these extremes but 
somewhere in between. Especially with the growth of 
economic planning through the welfare States, the demand 
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for equal status of the voluntary associations has declined 
in importance. The State thus was discredited in the later 
part of the 19th and the first part of the 20th century. 
This meant the rise of the groups, as evidenced in the 
writings of Maitland, Laski , Cole , Barker and Mac her. 
But after the economic depression of the thirties the 
prestige of- the State is going up. 

Selected references for advanced study : 

1. Political Theory : G. C. Field (1956) Pp. 54—61. 
(Methuen and Co., London). 

* 2. Political Science : Gettell: Revised Edition : 

Pp. 19—29. (World Press : Calcutta). 

3. Political Science and Government: Garner : Ch. IV. 
(World Press : Calcutta). 

* 4. Introduction to Politics : H. J. Laski : Pp. 15—25. 
(Allen & Unwin : London). 

5. The Modern State: Maclver: Part I. (Oxford 
University Press : London). 

* 6. An Introduction to Politics ; Soltau : Pp. 15—31. 
(Longmans : London). 

* 7. The Theory and Practice of Modern Government : 
Finer : Pp. 3—66. (Methuen : London). 
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[Introduction : Divine Right : Force : Social 
Contract : The Patriarchal and the Matriarchal : 

Historical or the Evolutionary : The valid theory.] 

Introduction : 

Things are known better when one knows their origin. 
Hence it is always useful to go into the problem of the 
origin of the State. Several theories have tried to explain 
the origin of the State. But any honest political scientist 
would admit that this problem is yet to be solved. Theories 
about the origin of the State are still based on speculations. 
They are mainly guessworks. Most of them contradict 
each other. Thus according to Prof. I. II. Hankins 
“the question of exact political origins is unanswerable in 
the present state of knowledge.” The facts of history are 
so complicated that no one theory can claim the monopoly 
over the truth. Here, one can attempt to approximate the 
'.truth only and no more. 

The Theories : 

(1) The Theory of Divine Origin. 

(2) The Theory of Force. 

(3) The Social Contract Theories. 

(4) The Patriarchal and the Matriarchal Theories. 

(5) The Historical or the Evolutionary Theory. 

The Theory of Divine Origin : 

This is the oldest theory about the origin of the State. 
The basic idea of this theory is that the State is the 
deliberate creation of God. God made his will known to 
certain persons. The latter were the deputies of God. 
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They communicated the will of God to the people and 
exacted obedience from them. This led to the enforcement 
of order. The State thus emerged to maintain order and 
to secure obedience to God. 

Essence ol the theory : 

1. The State is the creation of God. 

2. The ruler is divinely appointed ; he is the deputy 
of God. 

3. The ruler is responsible only to God. 

4. To disobey the ruler, therefore, means disobeying 
God. This would be a sin. 

5. The people, thus, have no right of resistance. 

Causes o! the decline of this theory : 

1, With the growth of reason and science the 
unproved assumptions of the religious upholders of this 
doctrine broke down. 

2, The social contract theory developed the idea 
that consent and not the will of God was responsible for the 

4 

origin of the State. 

3, The absolutist ideas of this theory were challenged 
by the people as the latter realised that all power actually 
belonged to the people. 

Criticism of the theory : 

1. The State, one feels in our age of science, is a 
human institution created by men to satisfy their needs. 
There is no proof that God created it. 

2. If God created the State and appointed the rulers, 
how can we justify the bad rulers ? 

3. This theory is also dangerous. It bans resistance. 
Resistance, however, may be necessary in some periods of 
time. 

Merits of the theory : 

1. The theory may be rejected but one cannot dismiss 
the fact that religion has contributed to unity of the people 
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in the early times. This unity was necessary for* the 
emergence of the State. 

2. The divine origin idea gave the State a moral 
status, which made the people respect the State. And 
history has proved that this reverence was necessary. 

The Theory of Force : 

\ 

Statement of the theory : The theory of force held, 
according to Gettell, “that the State came into existence as a 
result of the forced subjection of the weak to the strong." 
Government is the outcome of conflict and aggression. 
Men fought against men. Tribes fought between them¬ 
selves. Eventually some men, as some tribes, won and 
subjugated the others. The strong grew stronger. To 
defend this gain, the State was established. 

The State, however, was not merely established by force ; 
it was also maintained by force. Force thus maintained 
internal peace and external security. 

Different types of force theory : 

There are different variations on this theme of force 
theory. Different schools have used it for different ends. 

1. One school used this theory to justify the State 
on the ground that State is power, that might makes right 

, and, that the essence of the State is a sovereign will. 

2. The second school used this theory to achieve the 
opposite idea. They attacked the State. They claimed 
that the State is an evil, because it is founded on force. 
They urged individual freedom against the State. 

3. Some used it to attack the State. Marx said the 
State represents the force of the capitalists against the 
workers. Hence there must be an end of the State. 

Criticism and evaluation : 

1. Force, indeed, has played an important part in 
the development of the State, but that is no reason to 
conclude that force alone accounts for the origin of the 
State. 
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2. So far as maintenance of fbe State & concerned, 

force is only one of the many factors which preserve the 
State. • 

3. Will, not force, said T. H. Green, is the basis of 
the State. 

a 

4. Not brute force, but moral force alone, as Mahatma 
Gandhi lias shown, is the only real foundation of the State. 

Conclusion : 

The element of force offers no plausible explanation 
of the origin of the State. It was, of course, an important 
element in the evolution of the State. Even to-day the 
internal politics of many countries, as well as the inter¬ 
national politics, prove the importance of force in statecraft 
and politics. 

PatriarcfialThcory: 

The germs of the patriarchal theory may be found in 
Aristotle. But its real exponent was Sir Henry Maine. 

r 

According to Maine the unit of society was the family 
and not the individual. The eldest male member was 
the head of the family. In the household his authority 
was supreme. Gradually the families extended into 
tribes. The tribes were united by a bond of kinship. 
These tribes worked together. They developed a common 
purpose. And ultimately these developments led to the 
formation of the State, 

Criticism : 

McLennan and others deny that patriarchal family was 
the unit in ancient society. According to them the tribe 
rather than the family was the earliest unit of society. 
Secondly, descent at that time was traced through 
mother. Thirdly, there was no group which had a 
male as its head and kinship could only be traced 
through females. Fourthly, the advocates of patriarchal 
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system oversimplify the analysis of early social forms 
whareas actually things were quite complex at that time. 

Matriarchal Theory : 

McLennan, Morgan and Jefiks have expounded the 
matriarchal theory. The basic idea of this school is that 
in the primitive society .'there were matriarchal groups or 
hordes. There was no common 'male head. Kinship 
could be traced only through mother. In the primitive 
society descent was traced through mother. Property 
in such society passed in the female line. The dominant 
social role was also played by the women. 

Gradually the tribe breaks into clans. The clans in theii 
turn give place to households. Finally springs .the family 
out of the creation of these households. The eventual 
unity of these families leads to the formation of the State. 

Criticism : 

According to the modern evidences of anthropology 
Lhe existence of" universal matriarchal system is disputed. 
In early society both the patriarchal and the matriarchal 
system existed. As Leacock puts it : “Here is the matri¬ 
archal relationship, and there is a patriarchal regime, is 
found to have been the rule—either of which may perhaps 
be displaced by the other." 

'The Social Contract Theories 

Introduction : 

The social contract theories attempt to explain the 
origin of the State as a result of a contract. A contract 
is a deliberate agreement. Secondly, it is a voluntary 
agreement. 

According to the contract theory, in the beginning men 
were isolated creatures. As time passed, the evils of 
isolation seemed to be intolerable. Hence they sacrificed 
the absolute freedom of the individuals. They organised 
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themselves on a political basis and submitted to a common 
authority. Thus followed the State. 

History of the social contract theories : 

The contract theories in their present form arc the 
products of the sixteenth and the seventeenth centuries. 
But the soots of these may be traced from an earlier date. 
In the East, Kautilya elaborated it in his Arthasastra. In 
the West, Plato deals with it in some of his important 
works. The Romans discussed it. In the middle ages 
Manegold expressed it in clear terms. 

Then it crystallised in the writings of Hooker and Grotiu.% 
And finally Hobbes. Locke and Rousseau built up coherent 
systems of contractualist political thought. 

Statement of the theories of contract : 

Hobbes’ Theory : 

[Thomas Hobbes’ (1588- -1679) English political philo¬ 
sopher : was for some time the tutor to Charles of 
England : was against the civil war of 1642—-52 : favoured 
monarchy and absolute government : wrote “Leviathan” 
in 1651 which contains his.political ideas. ] 

* 

Hobbes analyses the conditions of living of a time when 
there was no civilised society. This description of the< 
State of nature is the starting point of his theory of contract. 

The State of nature : Man lived a solitary life in the 
State of nature. He was by nature selfish, aggressive and 
quarrelsome. Life in the state of nature was one of 
perpetual warfare. Might was right. There was no security 
of life and property. It was a story of unending struggle 
of all against all. 

Desire for civil society : But continuous insecurity of 
life and property could not last for ever. Men thus sought 
an escape from this hellish condition. They sought to 
establish a civil society whereby life and property could be 
made'secure. 
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• The Contract: As a result the state of nature was 
brought to an end by a voldntary agreement of the indivi¬ 
duals. This was the contract. Hobbes described it as a 
covenant between individuals by which all resign self-help 
and subject themseves to a sovereign authority. The terms 
of the contract were : "I authorise and give up my right of 
governing myself to ihis man, or to this assembly H of men, 
on this condition that though give lip thy right to him, and 
authorise all his actions, in like manner.” 

Consequences of the Contract : This was the social 

contract. By virtue of this contract complete political 
authority was transferred to the sovereign—a third party. 
(1) This sovereign was not a party to the contract; 
hence he was absolute in his powers. (2) The contract 
was not revocable. (3) The people could not stage 
resistance against the sovereign. (4) The command of 
the sovereign was law. (5) After the contract, men were 
to enjoy only two types of liberty ; (i) the right of self- 

preservation, and (ii) what the sovereign permitted. 

Locke’s theory : 

[ John Locke : 1632—]704 : English philosopher and 
the father of modern democratic politics : was the defender 
of the Revolution of 1688 : defender of limited monarchy : 
wrote "Two Treatises of Government” in 1690 containing 
his important political ideas. ] 

The Stale of nature : 

The State of nature : For Locke the State of nature 
was not a dark affair. Man in the State of nature lived as 
a social human being. His attitude was one of reason 
and justice. Equality and peace were the dominant features 
of this social condition. 

Desire for Qivil Society : 

However, men felt certain inconveniences in this period 
of social life. Firstly, there r was no clear definition' of the 
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law of nature. Secondly, there was no established authority 
to interpret it. Thirdly, there was none to effectively 
enforce it. Hence the State of nature was felt to be unsafe 
■and people felt a desire for a civil society. 

The Contract : 

In Locke one finds two contracts, and not one, as in 
Hobbes. * £y the first contract the civil society comes into 
being. This is the social contract. Here the individuals 
give up their natural rights of enforcing the law of reason. 
This was done so that the right to life, the right to liberty 
and the right to property may be safeguarded. 

Then followed the second contract—the governmental 
contract. Society now empowered a particular person to 
make laws for the common good of all, to decide their 
disputes, and to enforce them. The ruler was a party to 
the contract. His authority thus was limited. 

Consequences of the Contract: 

(1) The authority of the ruler was limited by the 
terms of the contract. (2) If the ruler attempted to go 
against the interests of the people, he could be deprived of 
his authority. (3) Laws are not commands of the ruler ; 
they must be in accordance with the laws of reason. 
(4) Sovereignty belonged not to the monarch but to the 
community. (5) This leads to a democratic foundation 
of government. 

Rousseau's theory of contract : 

[ Jean Jacques Rousseau : 1712—1778: French 

philosopher : His writings inspired the French Revolution 

of 1789 : Published “The Social Contract” in 1762. ] 

» 

The State of nature : 

-i- 

According to Rousseau, life in the State of nature was 
one of perfect joy and happiness. It was a pleasant story 
of primitive simplicity. Man, here, was free from the 
■ concepts of right and wrong. He knew neither virtue nor 
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vice. He was healthy, independent, fearless and self- 
sufficient. 

Desire for civil society : 

But with the growth of population and the dawn of 
reason, a sense of property and a consciousness of “mine” 
and “thine" emerged. This undermined the innocent simple 
life. „ And ultimately, the foundation of a political society 
was necessary to get rid of the fearful condition of mankind 
created by this degeneration. 

The Contract : 

The contract was effected to protect the interests of each 
by a common authority of all. By this contract each 
individual was placed in complete dependence on others. 
The contract fused the multitude into a collective unity. 
This unity is known as the general mill. Sovereignty belongs 
to this general will. 

Consequences of the theory : 

1. Sovereignty of the general will is inalienable, indi¬ 
visible, unlimited and infallible. 

2. Government enjoys subordinate authority. It is 

■ 

limited by the original authority enjoyed by the general 
will. 

3. No individual can disobey the general will, because 
by doing so he destroys himself. 

4. Popular sovereignty and equality are ensured in 
in such a system. 

Criticism of the social contract theories : 

The contract theory has been attacked from many 
angles. Hume’s devastating logical analysis, Bentham’s 
caustic attack and Henry Maine’s important studies—all 
these and many more evidences have exploded the myth of 
social contract. To sum up the critical points : 

1. History has offered no proof in support of the 
contract theory. No State has ever emerged as a result of 
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a contract. How could a group of people without any 
previous political knowledge effect a neat contract ? To 
expect such wisdom from the early people is rather 
unrealistic. 

2. Society moves from status to contract and not 
from contract to status. Contract is not the beginning, 
but the e*n<} of society. 

3. Contract implies two parties. In Hobbes, how¬ 
ever, it is an one-sided affair. 

4. Human nature as painted by the contract theorists 
is unscientific. Man is not as selfish as Hobbes thinks him 
to be ; he is not as heavenly as Locke or Rousseau thought 
him to be either. 

5. The conception of natural rights and natural 
liberty, as assumed to exist in the State of nature, is false. 
Rights and liberty cannot exist without the guarantee of 
the State. 

6. Even if one grants the fact of contract, how can 
one believe that this contract bound the. people of the 
successive generations ? After all every contract lapses 
after the death of one of the contracting parties. 

7. Contract implies that the State is an artificial 
handiwork of man. In fact the State is not so ; it is a 
product of natural growth. 

8. The contract theory encourages revolution. This 
tendency toward revolution, when indulged to the extreme, 
works against the stability of society. 

Value of the contract theories : 

As an explanation of the origin of the State, the contract 
theories, thus, are all wrong. Yet they havfe some historical 
and political value. 

1. It recognises the principle that government rests 
upon the consent of the people. 

2. It helped the development of the modern theories 
of sovereignty. 

M. C. P—2 
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3. It raises the common man to the high status of the 
real political decision-maker. 

4. For all these reasons, the contract theories have 
erected an important foundation of the democratic political 
thought. 

5. Hence, one may agree with Barker that “if the 

contract theory was unhistorical, it was still historic.” 

« 

The Historical or the Evolutionary Theory 

The accepted theory of the origin of the State is the 
Historical or the Evolutionary Theory. It has the supreme 
merit of not being dogmatic about any one factor. It takes 
into account the various factors of history and develops its 
own inferences. 

Statement of the theory : 

The State is an institution of natural growth, of historical 
evolution, in the making of which numerous factors have 
substantially contributed. It is a continuous process of 
evolution from' the imperfect forms to the more perfect 
ones. 

The factors : 

The course of this evolution has never been uniform. 
One can indicate only the chief influences that have contri¬ 
buted to the growth of the State. These are instinctive 
desire, kinship, religion, force, and political consciousness. 

1. Instinctive desire for the State : 

Men are naturally inclined to associate with one another. 
The State arises by virtue of acceptance of “conditions 
which came into existence by the sociability inherent in 
man and were developed by man's spontaneous search after 
convenience." (John Morley ). Aristotle was stating a fact 
when he sqid, “Man is by nature a political animal.” How¬ 
ever, once having arisen, the form of government was often 
modified by the human hands. 
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2. Kinship : 

The earliest bond of social unity was based on kinship* 
The belief in common descent bound people together, and 
led to the formation of groups. The existence of family 
was an undisputed fact. Command and obedience were 
operative in the families. Gradually the family extended. 
So did (he features of command and obedience too. The 
patriarch afterwards became the tribal chief. In his hand 
was combined all the significant social powers. This was 
the beginning of the State. 

3. Religion : 

As the size of the social organisation grew, the bond of 
kinship declined. Other factors came forward as the 
cementing elements. Religion gradually took the place of 
kinship. At first ancestor worship helped the process. 
Then the magicians and the sorcerers by exploiting the 
various superstitions of the innocent people held the ground. 
An intellectual revolution, replacing magic by religion 
followed. Meanwhile the community grqw by conquest, 
migration and amalgamation. 

The priest subsequently replaced the magician. As 
religion and politics were mixed up in the early society, the 
priest assumed the power of the king. 

4. Force : 

Force and hostilities led to the extension of frontiers. 
Conquest and power consolidated as well as expanded the 
smaller States. Force also helped to preserve law and order 
which was necessary to secure the private property. The 
sense of preservation of property, thus, also paved the road 
to the formation of the State. 

» 

5. Political consciousness : 

“Political consciousness implies the recognition of certain 
ends to be attained through political organisation.” At first 
this consciousness was only subjective. With the increase 
in population and accumulation of property this idea was 
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expressed in a concrete form. The need for security and 
order, the authority to settle the disputes, the demand for 
defence of the territory—all these factors necessitated the 
existence and the growth of the State. 

Conclusion : 

Hence, one can conclude that a plurality of factors 
operating in various conditions contributed to the t Evolution 
of the State. Garner was correct in maintaining that 
“the State is neither the handiwork of God, nor the result 
of superior force, nor the creation of resolution or 
convention, nor a mere expansion of the family.” As 
Burgess said “it is a continuous development of human 
society out of a grossly imperfect beginning through crude 
but improving forms of manifestation towards a perfect 
and universal organisation of mankind.” 

Notes for the Advanced Students : 

1. On the Theory of Force : Some more critical 
points : Green was expressing a cardinal truth when he 
said that “will, not force, is the basis of the State.” Sheer 
force can hold nothing together. As Maclver points out 
“force always disrupts unless it is made subservient to 
common will.” Force is necessary. So is medicine. But 
none should confuse the medicine with the daily diet. 
Coercive power, therefore, is the criterion of the State, 
but not its essence. 

2. On the Social Contract: Most people confuse the 
theories of Rousseau. Thus a textbook of Civics writes 
‘‘Rousseau...reconciles the absolute authority of the whole 
with the freedom of the parts." A student of modern 
political analysis must recognise that Rousseau always 
confused these two issues. Hence Barker comments that the 
best of the revolutionaries and the most of the reactionaries, 
all of them, can always find their support from the 
pages of Rousseau's great work “The Social Contract.” 
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References for additional reading : 

* 1. Political Theory—R. Kranenburg : Pp. 3-19. 

* 2. The Nature of the State—W. W. Willoughby : 
Ch. 3-6. 

3. Political Science and Government—B. B. 

Mazumdar: Ch. II. 

4. Political Theory—Eddy Asirvatham : Pp. 38-60. 

* 5. “The Social Contract”—Edited by Ernest Barker 

( read only the introduction by Barker ). 

* These books are only for the exceptional student's extension of 
knowledge. 
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MICTIONS Of THE STATE 

Modern States are positive States. A wide range of 
functions are exercised by them. But political philoso¬ 
phers are not always agreed about the range and depth of 
the functions to be performed by the State. 

On the whole the modern States are more collectivist 
than individualist. There is an increasing urge for 
balancing the social and the individual interest. 

However, certain points are clear. The State should 
not be allowed to do everything. There must be a limit. 
It must do only those things which are within its 
capability. This is because, “certain tasks it can perform, 
but badly and clumsily—we do not sharpen pencils with 
an axe. Other tasks it cannot perform at all and when 
it is directed upon them it only ruins the material” 
( Maclver : “The Modern State.” ). When the State 
outstrips its bounds, it only creates confusion. 

Maclver's classification of the functions of the 
State : 

There are two types of functions of the State—positive- 
and negative. 

The negative functions : 

1. The State may not seek to control opinion, no- 
matter what the opinion may be, provided there is no 
incitement to destroy the State. 

2. The State should not interfere with the established 
customs of the people. The State has neither the power to* 
make customs nor to destroy them. 
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3. The State should not prescribe religion and morality. 
They are subjective. The State should deal with the’ 
external things and not the internal things. 

The positive functions : 

1. The first business of the State is to secure 

* 

universal order within its frontiers. This means ensuring 
existence* against foreign interference and secondly, 
maintaining internal order. 

2. But order would not be order’s sake. It must 
be for the sake of ensuring justice and liberty. 

3. The State must offer protection. The weak should 
be protected against the strong. The welfare of each is 
involved in the welfare of all. Starvation should be 
eliminated and minimum health and decency preserved. 
Thus it is the duty of the State to provide equality of 
opportunity to all—particularly the weak and the poor. 

4. This brings the State to the functions of conser¬ 
vation and development. The individuals suffer from a 
short term and narrow views. Only the State can 
afford to have a long-range vision. Thus it can venture 
upon many constructive schemes and projects whose 
benefits will be shared by the future generations ( e.g. 
The Indian projects like the D. V. C. etc. ). The State 
is eminently suited to promote research and pilot schemes. 
These functions are all the more necessary in the 
underdeveloped countries of the world ( This means two- 
thirds of our world I ). 

Functions actually performed by the modern 
States : 

A. Essential functions: 1. The. State maintains 

peace, order and security. It defends the State against 
external attack. 

2. It manages the currency, postal services etc. 

B. Regulative functions: 1. To enact laws guaran¬ 

teeing certain conditions of life to the masses are now a 
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part of the regular State business, e.g. Factory Acts, 
the licensing of certain trades etc. 

2. To maintain order in the economic sphere the 
State regulates copy-right, patent, contract etc. 

3. To promote stability and growth of the economic 
resources the State also has to undertake direct control of 
several Jcey industries ( e.g. in U.K., India etc. ). 

C. Optional functions: 1. The State to-day inter¬ 

feres either directly or indirectly, in the market by 
price-control, rationing or subsidies. This is done to 
ensure the interest of the people. 

2. The State helps in the process of spreading 
educational facilities. 

3. It looks after public health and sanitation. 

4. It protects the poor and the old and promotes 
different types of labour welfare measures. 

Conclusion : 

The old distinction between individualism and 
socialism is unworkable, because modern States, in most 
cases, combine the best elements of both these concepts. 
The extreme exceptions are not, however, non-existent. 
Russia, China and some other States prefer to remain 
absolutist. So does the other dictatorships. In general, 
in the democratic countries, the balance between indi¬ 
vidualism and collectivism is the rule. Thus Ernest 
Barker rightly observes that ‘‘Individualism and collectivism 

are not the banners of two separate armies.All of us 

fly them both, and we all serve under both." 

[ For materials for an advanced analysis of this Chapter 
see the Chapter on “Political Ideologies.” ] 




CHAPTER 4 | NATION. NATIONALITY AND PEOPLE 

'*People" ; The importance of this term in Politics. is 
•disputable. It is a vague term. A population enjoying 
.geographical contiguity, community of language and unity of 
customs and a common consciousness of rights and wrongs, 
may be said to constitute a "people”. This follows from 
the definition of Burgess. 

In the commonsense discussions the terms people, 
nation, nationality and the State are confused. “People" 
is a non-political term while “nation" is a political one. 
Rabindranath Tagore in his great work “Nationalism” has 
used the term "people” with an altered meaning. He says, 
the feeling of spiritual unity as revealed in the East gives 
rise to the concept of “people”—a concept which avoids the 
term “nation” because of its evil associations. 

Nationality: The term nationality has no political 
reference. According to Bryce a nationality is “a popula¬ 
tion held together by certain tics, as for example, language 
and literature, ideas, customs, and traditions, in such a wise 
as to feel itself a coherent unity distinct from other 
populations similarly held together by like ties of 
their own.” 

Nationality, then, indicates a common spiritual or psy¬ 
chological sentiment among people having some common 
.affinities. 

Nation : With such common ties, when a people become 
.politically organised in a State, they become a ‘‘nation." 
As Hayes puts it ; “A Nationality by acquiring unity 
.and sovereign independence becomes a nation.” Thus 
^Garner defines a nation as “a culturally homogeneous 
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social group which is at once conscious and tenacious of 
its unity of psychic life and expression.” 

Nationalism : Nationalism centres round the concept 
of “nation.” Hans Kohn defines it as “a State of mind 
which views the nation as the ideal form of the political 
organisation.” Thus Indian Nationalism was founded on 
the idea that India must have national freedom. Italian 
nationalism sprang up as an urge for unifying the piecemeal 

* 

Italian small States into one single strong Italian Nation. 

Elements of Nationality 

Several elements may be responsible for the growth of 
a nationality. But no catalogue can be final. In some 
cases some of the elements may be absent whereas in the 
others the elements may vary considerably. Roughly, 
however, the following elements are important :— 

1. Geographical unity: Homeland is a powerful 

bond of unity. A fixed territory fosters national feelings. 
But there are exceptions. The Jews, for ages, had no nation¬ 
al home of their own. Yet the aspiration for a home had 
bound them together. Thus geographical unity is neces¬ 
sary ; it is, however, not essential. 

2. Identity of raci-al unity : Zimmern accords to racial 
unity a high place in the formation and strengthening of 
nationality. In modern analysis, however, race is thought 
to be rather an insignificant ingredient of nationality. 
There is no pure race to-day. For example, the British 
nation is a mixture of Celts, Teutons and Danes. And, 
Switzerland, as well as Canada, are examples of nationalities 
having irace-divcrsity. 

3. Unity of ideals: "If nationality is primarily a 
cultural conception, unity of ideas and ideals is indeed an 
important element in it.” Common customs, traditions, 
literature, folk-lore, art—all these are decisive binding 
factors. 
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4. Unity of language : According to Rose, common 
language is the most powerful influence making for a 
nationality. Here too, one finds exceptions, e.g., Switzerland 
and India. 

5. Common religion : Historically religion has been a 
strong unifying link. Only the other day Mr. Jinnah’s cry 
for a Muslim land bore fruit by creating the illusion that 
religion makes a nation. To-day one must agree, religion 
is declining as a base for a nationality. 

6. Common economic interests : The economic motive 
is often successful in creating a peculiar "consciousness of 
kind." The Australian and the Japanese nationalities are 
strong instances in point. 

7. Popular will : The "will to be a nation/’ says Prof. 
1 oynbee is a significant element of nationality. This idea 
was also accepted by Mazzini, the great leader of Italian 
nationalism. 

8. Common suffering : The sense of common suffering, 
welds groups of people into a unity and creates a peculiar, 
though strong, “in-group feeling." As Zimmern says, 
“nationality is an instinct which has been stung into morbid 
and acute self-consciousness by political oppression.” 

9. Common political aspirations : According to Gil¬ 
christ, "political union either past or future, is one of the 
most marked features of nationality, so marked indeed 
that of the various units it may almost be said to be the 
only essential." 

Additional notes : 

Difference between nation and nationality : The basic 
difference then between "nation” and‘ "nationality" lies in 
the fact that the former has a political reference while the 
latter is only a cultural or a spiritual concept. A nation 
may consist of many nationalities. Thus the Russian nation¬ 
alism is one, while it contains so many different 
nationalities. 
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Nation and the State : 

Any attempt to equate the nation with the State would 
result in an error. Since 1920, it is true, most States are 
"one-nation States.” But different small nations may also 
compose one State—a “poly-national State.” Similarly two 
States may be founded on the base of one nation. Thus East 
Germany and West Germany are two States based on the 
foundation of the same German nation. 

Nationalism : A blessing or a curse ? 

Nationalism has two sides—the good as well as the evil. 
When the Indians were under the British rule and wanted 
to overthrow the aliens, they were only upholding the 
glorious version of nationalism. But some nation States 
after gaining some strength try to wage wars against the 
other. The Germans for instance were responsible for reveal¬ 
ing the dark version of nationalism at its worst during the 
first and the second world wars. Nationalism thus is a 
blessing when it breaks the fetters and works for social 
development of the people held in bondage. It is, however, 
a curse when it helps one nation to murder another. As 
a concept, therefore, it is neutral; it all depends as to how r 
the nations use it. In general, the West has degenerated 
rationalism. That is why Tagore has called the western 
nationalism "an epidemic.” The East, with the exception 
of Japan, has a better record of using nationalism for 
national indepedence and social development—India being 
the illustration. 

Additional Reading : 

1. Political Science and Govern¬ 
ment—B. B. Mazumder: Ch. III. 

2. A Grammar of Politics— 
Laski : Chapter on Nationalism. 

3. Nationalism—Tagore. 



CHAPTER 5 | mmm 

Mo&ern definition: In modern political theory sove¬ 
reignty means the possession of the supreme authority. 
Sovereignty differentiates the States from the other 
associations and organisations. It means, as Barker points 
out, the power, and the right, of ultimate decision. 
Emergence of the concept of sovereignty : 

The modern concept of sovereignty is approximately 
five centuries old. Although the theory was known in 
the Greek city-States of the Classic Era, it vanished 
during the Middle Ages. "In the Middle Ages, a man might 
be the vassal of several lords, to each of whom he admitted 
some degree of sovereignty." ( Huszar and Stevenson ). 
The Pope and the Holy Roman Emperor were not 
sovereigns in the strict sense of the term. By the begin¬ 
ning of the sixteenth century the kings of England, France 
and Spain consolidated their grip over the ruled area. 
And sovereignty begins its career from this period. 

Features of sovereignty : 

1. Permanent: Sovereignty lasts as long as the State 
itself, regardless of, revolutions. Changes in the Government 
do not mean cessation of sovereignty. 

2. Complete: No person or organisation within the 
State is exempt from the sovereign authority. It is 
complete. 

3. Exclusive: There is none to‘compete with the 
sovereign. His power is exclusive. 

4. Inalienable: The State and sovereignty are 
essential to each other. It cannot be tiansferred or 
alienated. 
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5. Indivisible : It “is an entire thing ; to divide it 
is to destroy it." ( Calhoun ). 

6k Absolute : Sovereign power is unlimited. There 
is no higher power. If there are limitations on these 
powers, they are imposed by the sovereign and can be 
removed by him. 

Different forms of sovereignty : 

1. Titular and actual sovereignty ; The titdlar sove¬ 
reign is only sovereign by name. He does not exercise 
.the sovereign powers. Modern kings illustrate this point. 
/All powers, for example, belong to the British Parliament 
—supremacy belongs to it. Yet in name the king continues 
to be the sovereign. 

2. Legal sovereignty : It signifies the authority which 
has the power to issue final commands in legal terms. It 
is the supreme law-making body. For example, in Britain 
the Parliament can pass any law. 

3. Political sovereignty : It signifies the ultimate power 
that acts behind the dictates of the legal sovereign. It 
represents the will of the people as reflected in the public 
opinion. It is a force which the legal sovereign can 
neglect only at its peril. In fact in the democratic govern¬ 
ment, legal sovereignty represents the form whereas 
political sovereignty represents the substance of the total 
power. 

4. Popular sovereignty : If in terms of political 
sovereignty, the people are the ultimate source of power, in 
terms of popular sovereignty they are made the direct 
masters. Rousseau was the expounder of this theory. 
According to him the people were the sovereign authorirv. 
But this explanation is unworkable. Thus this theory 
is often expressed in a modified form which only means 
"‘popular control” rather than “popular sovereignty.” 

5. l De Jure and l Dc Facto 1 sovereignly : 

De jure sovereignty means legal sovereignty. De 
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facto sovereignty means actual sovereignty. This 
-distinction assumes importance in the case of a revolution. In 
such cases the de jure sovereign, may fail to command the 
obedience of the bulk of the people. If at that time the 
revolutionary force can receive this bulk of obedience and 
-can command its way, it would be said to enjoy de facto 
.sovereignty. And if after some time this government 
succeeds ki acquiring a legal status, it would be converted 
to the dc jure form. Cromwell in England, Napoleon in 
France and Lenin in Russia had exercised de facto 
■sovereignty. 

Austin's theory of sovereignty : 

Austin’s exposition of sovereignty is still regarded as 
the classic in the field. According to Austin "if a deter¬ 
minate human superior, not in the habit of obedience to 
a like superior, receives habitual obedience from the bulk 
of a given society, that determinate superior is sovereign 
in that society, and that society ( including the superior ) 
is a society, political and independent. 

Three things are important in Austin. Firstly, sove¬ 
reignty is determinate. Secondly, it is absolute. Thirdly, 
law is the expression of the command of the sovereign. 

Austin thus is the exponent of a systematic, formal 
and legal theory of sovereignty. This theory is also known 
.as the monistic theory of sovereignty. 

-Criticism : 

1. Sovereignty, says Laski, is a dangerous concept. 
To-day it breeds war by fostering selfish national instincts. 
Hence it is better to abandon this term. 

2. Sovereignty is not always determinate. Especially 
in the federal countries, it is very difficult to locate the 
sovereign power. 

3. Sovereignty can never be absolute. tThe power 
<of any ruler is limited by customs, traditions etc. 
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4. Constitutional Law and International Law are the 1 

■ 

two great checks against unlimited sovereignty. 

5. Internally, the groups and the other associations 1 
are assuming increasing importance. They have equal 
social validity with the State. Hence they should enjoy 
equal powers. This is a point raised by the pluralists. 

Notes for the advanced students : 

1. History of sovereignty : 

The term Sovereignty is derived from the Latin 
word ‘Superanus’ which means supreme. Aristotle used 
the concept of supreme power in the State. Bodin, however, 
was the first exponent of sovereignty in clear terms. 
Grotius developed the external aspects of sovereignty. 
Hobbes initiated the absolutist aspect of it in concrete 
terms. Locke spoke of limited sovereignty. Rousseau was 
the exponent of popular sovereignty. 

But Austin ( 19th century ) developed the modern 
form of sovereignty. Austin was harshly criticised by the 
pluralists. The. attack of the latter declined after the 
third decade of the twentieth century. To-day the political 
scientists speak more of “authority and obedience,” rather 
than ‘‘sovereignty and subjection.” Some, however, like to^ 
retain this term, although with a very modified meaning. 

2. Critical comments : 

(1) LasUi : ‘‘It would be of lasting benefit to political 
science if the whole concept of sovereignty were 
abandoned." 

(2) Lindsay : “If we look at the fact it is clear enough, 
that the theory of sovereign State has broken down.” 

3. Points for conclusion : 

Austin and his followers were of one extreme view. 
The pluralists swung to the other extreme. The modern 
modified pluralists like Barker and Maclver seem to- 
travel along the right course. Sovereignty, according to* 
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Barker, means the “authority of last resort in the State, 
which said the last word within the State." Sovereignty, 
therefore, is not the State-authority as a whole, in the 
whole of its range. It is the summit, and not the mountain 
( ‘‘Principles of Social and Political Theory" ). 

Additional reading : 

1. Political Science—Gettell : Pp. 121-146. 

2. An Introduction to Politics—R. H. Soltau : Pp. 
101-104. 

3. Political Theory—G. C. Field : Pp. 54-71. 

4. Principles of Social and Political Theory—Ernest 
Barker : Pp. 59-69. 
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CITIZENSHIP 


Definition : 

1. Citizen: "A citizen is a full member of a State, 
enjoying, if properly qualified by age, residence, and other 
lesser requirements, the fullest extent of rights and privileges 
in that State.” ( Huszar and Stevenson ). 

2. National: “A national is a person who owes 
allegiance to a State without enjoying full rights and 
privileges in that State.” He may be protected by the 
State but he may be denied suffrage although all the 
necessary qualifications of the citizens may be satisfied. 

3. A lien : ‘‘An alien is a person who, while residing 

in or travelling through a State, is a member of and owes 
allegiance to another State." His own State may protect 
him. At the same time he must abide by the laws of the 
State in which he is residing or travelling. The rights 
and the privileges enjoyed by the alien are fixed by the 
laws of the State he is visiting, by international law, and 
by treaties. . 

4. Stateless person: This applies to a person who 
can claim citizenship in no State. Such a condition can 
be produced by any one of several causes. For example, 
service in a foreign army may lose the soldier his citizen¬ 
ship, yet fail to win him that of the State he served. 

Difference between citizens and aliens : 

1. The citizen owes his allegiance to the State in which 
he resides, whereas the latter owo his allegiance to another 
State. 

2. The citizen enjoys both civil and political rights * 
the alien enjoys only civil right and has no political right. 
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3. A citizen cannot be expelled from the State ; an 
alien, however, can be expelled on grounds of political 
expediency. 

4. The citizens are liable to conscription into the 
military services ; the aliens are not. 

Status pi aliens : 

1. To-day the aliens are not regarded as the enemies. 
Their lots are far more improved. 

2. They enjoy the right of protection equally with the 
citizens. 

3. They have the right to and be sued in the law court. 

4. They must pay the taxes and the local rates. 

5. If the government deliberately fails to protect 
them from riot, insurrection etc. they may take recourse 
to diplomatic interposition through their own govern¬ 
ment. 

6. In case of any injury done to the alien by a native 
he must be given free and equal access to the machinery 
of justice usually available to a citizen in such a case. 

Acquisition of citizenship : 

There arc four t ways of acquiring citizenship, by 1. 
birth, 2. naturalisation, 3. legislation, and 4. treaty. 

i 

Citizenship may be acquired as individuals or in groups. 
The first two means apply to persons as individuals, while 
the second two apply to persons usually in groups. 

I. Birth: 

A. Jus sanguinis or law of the blood principle ;— 

This is the older principle. According to this principle 
the nationality of the child follows that of the parent or 
one of them. For example the child of a British citizen 
would, by this principle, have the citizenship of U. K. 
though he may be born elsewhere. • 

X Ail the civics textbooks mention only two wajs. Actually then* 
are four ways. 
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B. Jus soli or law pf the soil principle :— 

' . According to this principle the place of. birth is .the 
guiding consideration. Thus all persons born in the 
United States, except children of diplomats, those born on 
alien ships, and those born to troops of an enemy occupy¬ 
ing American soil, are American citizens. 

II. Naturalisation : The mode of conferring citizen¬ 
ship by formal grant of the State is generally naturalisation, 
In the broader sense it means “the formal act of bestowing 
citizenship on an alien in any manner.” In the narrow 
sense it has reference "to the granting of citizenship by 
a court or an administrative officer after the fulfilment 
by the applicant of certain prescribed conditions. 

Naturalisation may be complete or partial. In the case 
of the latter the entry to certain high posts may be closed. 

Conditions of naturalisation vary. Roughly they consist 
of (I) residence within the State, (2) the declaration oi 
an intention to become citizen, (3) oath of allegiance, 
and (4) petition for naturalisation. 

III. Legislation : Aliens may be granted citizenship, 
or be naturalised, through legislation. In 1917, the inhabi¬ 
tants of Puerto Rico acquired the United States citizenship 
by this method. 

- IV. Treaty : A treaty may also confer citizenship. 
Thus when new lands are annexed to a country the treaty 
completing the annexation may provide for citizenship for 
the inhabitants. The inhabitants of Florida acquired U. S 
citizenship in this way. 

Loss of citizenship : 

One may lose citizenship in various w*ays. For example : 

1. Voluntary withdrawal of the citizen from the 
country of his origin and his naturalisation in the State of 
his adoptii n. 

2. Negligence : A naturalized citizen is in special 
danger of losing his citizenship merely through residence 
abroad. 
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3. Abrogation : If a naturalised citizen proves to be 
basically disloyal, too frequently violates the laws or shows 
attachment to the enemy, his citizenship may be abrogated. 

4. Marriage : By marriage a woman acquires the 
citizenship of her husband, but at the same time she loses 
her citizenship. 

Notes for the advanced students : 

Dual citizenship • One citizen may have the citizenship 
of two States simultaneously : This is known as "dual 
citizenship.” This may be of two types international or 
federal. Thus a British citizen may also enjoy Indian 
citizenship at the same time. Secondly, in some federal 
States, as in the U. S A. the individual is at the same time 
a citizen of the national government and a citizen of the 
State government. In the Indian federation, however, we 
have “single citizenship." 

Additional reading : 

1. Political Science and Government—B. B. Mazumdar 
( 1956 ) Ch. on Citizenship. 

2. Citizenship—C. H. Maxson ( Oxford University 
Press—New York ) f 1930 ). 

3. A Survey of the Indian Constitution—Banerjee and 
Chatterjee ( for a study of citizenship as allowed by the 
Indian constitution ) ( 1957 ). 



CHAPTER 7 LAW 

* 

[ Definition of law : Austin’s theory : Othe! theories : 
Law and morality : Sources of law. ] 

Introduction : Society consists of men. All men arc 
not always social. Some may misbehave. This may create 
danger for social order, discipline and unity. 

Hence communities cannot live without some rules 
of social behaviour. Social life must be regulated. The 
State is the guardian of order. The means of social 
regulation, thus must lie in the hands of the State. It 
must enforce the necessary rules. These rules are known 
as laws. 

Definition : Law, thus can be defined as “a rule of 
behaviour for the members of a State, the disregard of which 
meets with a penalty which will be enforced by the State’s 
machinery of power.” ( Jtogcr Soltau ). 

Austin’s theory : Austin believed that law is the 
command of the sovereign. This follows from his theory 

i 

of sovereignly. The will of the ruler was final. The 
people obeyed his commands because he had force. 

This theory is very formal. It is extremely legalistic. 
It neglects many social factors. Hence it is rather narrow 
in its outlook. 

Other theories : Austin was criticised by Sir Henry 
Maine and other. Maine said that the command of the State 
was not the only factor in making law. In fact law is 
created by the social customs, national will and other 
historical factors. 

Krabbe also rejected Austin’s idea. He said that law 
is above the State. The State does not create law^ law 
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creates the State. Lash, is another critic of Austin. 
According to him the people obey law not out of fear ; they 
obey it as it satisfies their desire. 

Law and morality : 

Law , however, should not be confused with morality. 
Both are about men. Law can hardly afford to neglect 
morality. Law rather attempts to incorporate social morality 
within itself. There is thus an interdependence between 
law and morality. 

But there are differences too. The differences may be 
summarised as follows : 

1. Morality is concerned with the whole life of man. 
Law is concerned only with the outward actions of man. 

2. Law applies to all but morality is individual and 
hence differs from man to man. 

3. Law is definite and consistent ; morality is vague. 

4. Law is enforced by the State. There is, however, 
no agency to enforce morality. One cannot be forced to 
accept a moral code. 

5. Law deals with the external aspects of life ; morality 
embraces the internal part of life. 

Sources of Law : The term "sources of law" mean the 
factors which have been responsible for the growth andL 
development of law. The sources are : 

1. Custom : This is the earliest source. Primitive law 
was customary. Even to-day customs play an important 
part in law-making. Customs are the generally accepted 
social habits and practices transmitted through traditions. 

2. Jtcligion : There was a time when divine laws as 

» 

expressed by the “priest-kings” were very important. 
Even now religious ideas permeate in the structure of 
law. 

3. Judicial Decision : But the growth^ of social 
complexities revealed the inadequacy of customs and 
religion. Moreover they often came to conflict. The State 
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now assumed the role of a referee to these disputes. The 
judgments passed on these disputes in course of time 
became valuable sources of law. 

4. Commentaries : Judges and expert lawyers often 
write valuable works on law. These works contain 
important principles and suggestions. The courts often 
recognise these as significant additions to law. « 

5. Equity : The existing code of law may prove to be 
inadequate in parts. The judges then exercise common 
sense and their own sense of justice, in filling up these 
gaps. This contributes to law. 

6. Legislation: The most important modern source 
of law is the legislature. Representative assemblies to-day 
enact laws which may either create new principles or 
supplement the old. 

7. Administration : Modern legislatures very often 
depend on the administrative experts and to-day administra¬ 
tive decrees may frequently have the force of law. 

8. Treaty : An international treaty may become a part 
of the law of the land. Thus it may supplement the existing 
law. 

Notes for the advanced students : 

1. Law and morality : Actual law is always different 
from the ideal law. Actual law may not be always just. 
But gradually it tries to incorporate the “sense of right” 
of the community within itself. Ethically unsound laws, 
again, cannot last for a long time. The courts would 
refuse to enforce them. And thus they would lose their 
validity. It is the task of the public opinion to make the 
national law conform to the national ethical codes. 

2. Some attitudes : 

(a) Woodrow Wilson : “Law is that portion of the 
established thought and habit which has gained distinct 
formal recognition in the shape of uniform rules backed 
by the authority and power of government.” 
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( This definition combines the attitudes of Austin and 
Maine. •) 

lb) Gilchrist : “We regard the State as the condition 
of morality. The State and law continually affect both 
public opinion and actions ; in its turn law reflects public 
opinion and thus acts as the index of moral progress." 

Additional reading : 

1. Political Science : Gettell. Pp. 166-190. 

2. The Modern State—Maclver : Pp. 61-81. 

3. An Introduction to Politics—Laski : Pp. 26-32. 



CHAPTER B | mm and duties 

Definition of Rights : 

“Rights are those conditions of social life without 
which no man can be his best self.” ( Laski ). 

Analysis : 

The State exists for man. The development of the 
human personality is the purpose of the State. If the State 
fails to promote the welfare of its citizens, it loses its 
utility. 

Life, as Aristotle pointed out, is not merely living, 
but living well. Good life requires certain conditions. 
And rights are those conditions of social life. 

Rights, therefore, represent the claims of the citizens 
on the State. The State, of courf-e, docs not guarantee 
good life. It only tries to promote it. It tries to remove 
the hindrances in the way of good life and attempts to 
open up appropriate opportunities. 

All rights are relative. My claims are to be reconciled 
with that of my neighbours. Otherwise everyone’s right 
would be lost by mutual conflicts. Secondly, rights are 
correlative with duties. Thirdly, rights are dependent on 
the functions that a citizen performs. Finally, a proper 
theory of rights implies a fair attitude of the State to all 
the citizens. 

To examine rights, therefore, one must consider two 
aspects of the same question—the citizens, who claim 
rights, and, the State, which grants those rights. And 
only a proper harmony of these aspects can lay the founda¬ 
tion of a true system of rights fi 
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Classification of rights : 

Generally rights are classified under two heads—the 
moral rights and the legal rights. Since moral rights deal 
with the ethical problems mainly, political theory is 
concerned primarily with the legal fights*. Legal rights are 
divided into two parts—the civil and the political rights. 
The moefern writers, however, are not very keen on making 
neat classifications. Thus Harold Laski simply prepares a 
concrete list of the rights that one finds in our modern 
States. 

Particular rights : 

1. The right to work : Personal security is essential 
for every citizen. He must live, and quite decently at that. 
He must have the means of living, and, "this means a 
recognition of cither the right to work, or, in its absence, 
of a decent maintenance by society.” ( Laski ). 

2. The right to adequate wages : Reasonable wage must 
he given to those who work. The term "reasonable” 
does not mean equality here and now. It only means 
that amount which is sufficient for the maintenance of 
the worker’s body and mind. 

3. The right to reasonable hours of work : The indivi¬ 
duals should not be overburdened with work. They should 
have adequate leisure. Leisure is necessary both for physical 
and intellectual reasons. In our macliine-age man has 
little time to think. The leisure hours, therefore, are 
necessary for the spiritual and the intellectual pursuits 
of the individuals. 

4. The right to education : Education makes a man 
a good citizen. The right to education'is thus fundamental 
to citizenship. The uneducated man is a blind soul lost in 
a big world. However, the right to education does not imply 
identical intellectual training to all the citizens. It means the 
provision for the minimum education that is necessary to 
make a man understand his situation as well as his duties. 
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5. The right tp political power : This is about the 
choice of the rulers and a fair share in the administration. 
Every citizen should have the right to vote, right to be 
elected as a representative and also the right to assume 
office and, run the administrative machinery. There should 
not be any unfair discrimination about these things. 

6. The right to freedom of speech : Fred speech is 
essential. Man must give expression to his thoughts. No 
opinion should be suppressed. As Maclver said, "Only 
opinion should fight opinion.” But this freedom is not 
unlimited. Incitement to violent disorder may be suppres¬ 
sed because that undermines order—a thing which is 
necessary for a peaceful social life. 

7. The right to freedom of association : This right 
follows from the freedom of speech. Men must have the 
right to organise themselves in groups or parties. Otherwise 
abstract freedom of speech would be meaningless. 

8. The right to judicial safeguards : Those judicial 
safeguards which are necessary for the preservation of 
liberty, must be guaranteed. Justice should have a fair 
play. Even the officers of government should not have any 
special privilege in this regard. 

9. The right to property : Every individual has the 
right to property. Property rights involve "the freedom 
of the individual to own, sell, or buy property without inter¬ 
ference from the State ” This also implies the freedom 
of contract, the freedom to negotiate an agreement to buy, 
sell or provide some goods or services. Property rights, 
however, should be limited so that exploitation may not 
follow. 

10. The right to resistance : Some States may fail 
to satisfy its people continually. Governments may prove 
to be tyrannical. Morally, the citizens then may be justified 
in resisting such governments. Mahatma Gandhi’s scheme 
of “Satyagraha” is the classic recognition of this idea. But 
supreme caution should precede such actions. 
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* Rights and' duties are the two sides of the same- 
coin.* Rights are real only when the qitizens are eager 
to perform their corresponding duties. The larger the 
number of rights, the greater would be the number of 
duties which must be discharged by the citizens. 

A duty is an obligation. The individuals owe to the 
others many duties. This follows from the principle of 
“live and let live.” A man can enjoy rights only when he 
is prepared to perform his duties to society. Common 
pursuit of the common end is the mark of social life. This 
feature forges a link between rights and duties. The 
following are the important duties : 

1. Allegiance : Allegiance to the State is the essential 
duty of all the citizens. Hence all the individuals must 
defend the State from the external as well as the internal 
enemies of the State. A citizen must* also be willing to 
serve the army of defence. 

m 

2. Obedience : Citizens must be law-abiding. Other¬ 
wise the fabric of order cannot endure. The idealists also 
praised obedience as a moral imperative. The modern 
theorists are concerned more with the legal aspect of 
obedience. Some thinkers, again, believe that the indivi¬ 
duals should obey only the “just" laws and that they may 
even resist the unjust law T s. Laski is an advocate of this 
type of "functional” theory of obedience. 

3. Political honesty : Voting is a valuable aspect of 
the democratic way of life. It is also a sacread trust. Casting 
of vote with judgment and discretion is thus an essential 
duty. Men in public office should also prove to be 
incorruptible. A spirit of tolerance and honest service 
should pervade the process of politics and the other spheres 
of national life and activity. 

* See Notes for the Advanced Students. 
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4. Economic obligation : Modern States are Welfare 
States. The economic measures of the State demand co¬ 
operation of the individuals. Tax payment and helping the 
government ih its welfare measures are ■ the important 
elements of a citizen’s duty. In the States having a planned 
economy, the area of economic obligations may expand’. 
And this, especially in a backward economy, ma/ demand 
reasonable sacrifices from the people, which the latter 
should concede. 

5. Social obligation : The performance of duties is 
necessary in many other spheres too. For example very 
important public offices, when offered to leading experts, 
should not be rejected. Secondly, the preservation of public 
health is another such duty. Thirdly, the maintenance of 
a spirit of discipline and service is also essential. 

6. The duties of the State : The burden of duty also 
falls on the State. The State should always prove sincere 
and efficient in its attempt to satisfy the essential demands 
of the people. It must provide for political, economic 
and social opportunities to the people. Only such a 
two-way business can harmonise the rights and the duties 
of the people. 

Notes for the advanced students : 

1. On rights : There are many differences of opinion 
on the question of rights. Actually, different schools 
of political philosophy have advanced conflicting theories of 
rights. The Natural Rights School , for example, believes 
that rights are indepedent of the State. They belonged 
to man when tiiere was no State. They inhere in man 
naturally. The opposite school is represented by the 
legalists, e.g., Austin and liis fellowmen. According to them, 
rights are those claims which are conceded by the 
State. 

If these two groups of thinkers either neglect the State 
or glorify it, the third group, the Social Welfare S.'hool, 
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itries to reconcile these, two extremes. Laski represents 
such an idea. 

Most of the Indian textbooks, however, dean heavily 
towards the Idealist School. This school emphasises the moral 
aspects and attempts to subordinate the individual's interest 
to that of the State. This is a dangerous theory, because 
it confuses the ethical issues with the political, and 
secondly, it glorifies the State at the cost of the indivi¬ 
dual. Such an emphasis on the State is inimical to human 
freedom. It conspires against democracy. Most of the 
modern political theorists have realised it. Yet a leading 
text writes that ‘‘Every citizen.. .must.. subordinate his 
own interest to that of the community. He should serve 
the State in numerous ways when he is called upon to do 

«i 

so. 

For our own part, we have, in general, supported the 
social welfare theory of rights. This is in tune with the 
modern trends of political science. The Indian constitution 
also steers clear of the “natural” as well as the “legal” 
theories of rights. The Fundamental Rights enumerating 
the rights of the citizens read in the context of the basic 
social welfare spirit of our constitution also reveals our 
national affinity to the “social welfare theory of rights." 

2. Significant statements on rights : 

(i) Laski : ‘‘Any social order which fails consistently 
to recognise the claims of personality is built upon a foun¬ 
dation of sand.” 

(ii) Barker : “The sum of my rights is the whole of 
my capacity—my whole status and whole power of 
action—within the State and under its law." 

(iii) Gilchrist : “A government which favours only a 
few and reduces the majority of citizens to moral degrada¬ 
tion has no justification to exist and the citizens have a 
right c.n moral grounds to change such a government." 
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3. On duties : The duty to be loyal to the StatS is 

.’granted. But the obligation to fight for the State by parti- 4 

■ 

cipating in the war campaign even when the cause of war 
is undesirable, is often rejected by many thinkers. The 
famous philosopher Bertrand Russell holds this view and he 
was actually imprisoned during the World War I for critici¬ 
sing the war measures of Britain. ■ 

f 

Additional reading : 

1. An Introduction to Politics—Laski : Chapter 2. 

2. Political Theory —Asirvatham : Pp. 112—128. 

3. An Introduction to Politics—R. H. Soltau : Pp. 135- 
—138. 

4. Principles of Social and Political Theories—Barker : 
Pp. 136—143. 



CHAPTER 9 LIBERTY 

Introduction : 

In politics, liberty signifies political freedom.* Freedom, 
says Bertrand RusseU, is the supreme good ; for without it 
personality is impossible. Life and knowledge are to-day 
so complex “that only by free discussion can we pick our 
way through errors and prejudices to that total perspec¬ 
tive which is truth.” 

Definition of liberty : 

Liberty, says Laski , “means the eager maintenance of 
that atmosphere in which men have the opportunity to be 
their best selves.” 

Analysis : 

The first principle of politics should be that a society 
is to be judged by the measure in which it enhances the 
life and capacities of its constituent individuals. From 
this standpoint the atmosphere of freedom is essential. 

Freedom, as Charles Merriam pointed out, means two 
things, freedom from and freedom for something. The former 
is negative and the latter is positive. Both these aspects 
together constitute the substance of liberty. 

Negative freedom implies the absence of restraint. 
Actually in the past, liberty was generally interpreted in 
a negative sense. This negative theory found its extreme 
advocate in Herbert Spencer, who believed all forms of 
social control to be identical with slavery. 

* Some thinkers like Caritt and Herbert Bead try to draw a line of 
distinction between “liberty" and “freedom.” This is artificial and 
analytically meaningless. ' 

M. 0. P.—4 
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But such a total absence of restraint is both impossible 
•and undesirable. Social living demands certain codes^of 
conduct and discipline. I can never 'destroy the freedom 
. of my neighbour. Even if I can, it would be wiser for 
me to refrain from doing it. Because otherwise, by this 
rule, others may also destroy my freedom. 

Hence, the problem of freedom is best solved by recon¬ 
ciling the liberties of the individuals. No one should be 
allowed to be completely free. Everyone must enjoy a 
regulated liberty. 

This control implies a happy combination of the nega¬ 
tive and the positive principles of liberty. Positive liberty 
also means the opening up of appropriate opportunities 
of life to the individuals. Hence, according to Laski, a 
true theory of liberty is always based on the foundation 
of social equality. Liberty in order to be effective must 
offer the needed substance. The avenues to the develop¬ 
ment of personality, when opened up properly, offer this 
substance. 

Aspects of liberty : 

The older texts classified five different forms of liberty 
—natural, civil, political, economic and national. The 
modern writers, however, prefer a threefold classification. 
They speak of "types” or "aspects,” rather than of “forms” 
of liberty. For example, Laski refers to only three aspects 
of liberty. They are private liberty, political liberty and 
economic liberty. 

1. Civil liberty (or private liberty ) : An individual 
should be free to exercise his choice in the private areas 
of life. Thus, my religion is my own affair. The State 
should not interfere in it. Barker refers to this as civil 
liberty or personal liberty. It consists of (a) freedom 
from threat to the life, health, etc. ; (6) intellectual freedom 
for the expression of thought and belief ; (c) and other 
similar personal will's practical freedom. 
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2. Political liberty ( or public liberty ): This implies the 

liberty of a person in the capacity of a citizen. Man is' 
* 

not an isolated island. He is also a member of the public. 
Hence, he must have political liberty which means the 
freedom of “constituting and controlling government** 
^(Barker). In short, this implies the liberty to be active 
in the a political affairs. However, education and a free 
press are essential for the success of political liberty. 
For, universal suffrage and other means of public work 
•cannot be successful without these two pillars. 

3. Economic liberty : IBut starving citizens are poor 
assets for liberty. Hence the provision for a decent standard 
of living for the individuals is the basic condition for liberty. 
The free society must be one of economic opportunities for 
all. This implies equality although not identity. Economic 
justice also means the participation of the workers in 
the management of the economic institutions. In short, 
everywhere the people must feel and have the substance 
of life and not its mere form. 

.Safeguards of liberty : 

The preservation of liberty does not follow automati¬ 
cally. It needs several safeguards. The ruler’s power* 
must be balanced by many devices. Otherwise, unchecked 
power would corrupt the essence of liberty. Hence, the 
following sefeguards are important: 

1. Constitutional safeguard: A written constitution 
containing a daclaration of fundamental rights is an 
important safeguard of liberty. The American constitution 
is a classic instance in point. The Indian constitution also 
contains such a declaration. 

2. Separation of powers: Montesquieu demanded 
the separation of the three organs of government—the legis¬ 
lature, the executive and the judiciary. He claimed such 
a separation to be the key to liberty. But the modern 



62 ; POLITICS 

t, ‘ 

writers are not very keen on emphasising an extreme 
separation. 

3. Independence of judiciary : However, the emphasis 
on having an independent judiciary is hailed by the 
democratic thinkers. The judges may often come to the 
rescue of the citizen’s liberty. Leading cases decided by 

e 

the Indian Supreme Court supports this contention. 

4. Rule of Law : This implies the supremacy of law, 
equality before the law and universality of law. As a 
safeguard of liberty, this is significant. British liberty 
illustrates the efficiency of the “Rule of Law." 

5. Social safeguards : Laski refers to certain social 
conditions, which, if maintained, would help the preser¬ 
vation of liberty. Firstly , there should be no social 
privilege ; Secondly , rights of some should not depend upon 
the pleasure of others, and Finally , the incidence of State 
action should be unbiased. 

6. The human safeguard : But the most important 
safeguard lies iii the human factor. The constitutional, as 
well as the social factors, are nothing if the human initia¬ 
tive is lacking. The libertarian spirit of man is the best 
safeguard of liberty. “The secret of liberty is courage," said 
Pericles. Unless men are ready to go all the way for the 
defence of liberty, artificial safeguards would be just scraps 
of paper waiting to be thrown in the scrapheap of history. 

Sovereignty, Law and Liberty : 

Civilised life implies the existence of society. Social 
order necessitates the State. The State enjoys sovereignty. 
The State moreover acts through law. Hence, both 
sovereignty and law are the essential conditions of human 
life and growth. 

Liberty stands for the development of personality. 
Personalities cannot develop in a condition of savage law¬ 
lessness. Civilised life is the necessary condition of human 
growth. < 
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Thus one finds that sovereignty and liberty are not 
opposed to each other. By the same logic law is the 
condition of liberty. In fact law and liberty are complemen¬ 
tary concepts. 

The extreme individualists always thought otherwise. 
They held law to be incompatible with liberty, since they 
interpreted law as restraint and liberty as absence of 
restraint. 

To-day this myth is exploded. It has been proved that 
a relative and regulated liberty is far greater in amount 
than an unregulated liberty. 

Law, as Bertrand, Bussell points out, diminishes the 
opportunities for individual violence and “substitutes for 
the personal interest of a single person the average 
interest of the groups which holds power.” This triumph 
of the public order over private selfishness is necessary 
for the good society. 

For these and other reasons, Ritchie maintains that 
“Liberty in the sense of positive opportunity for self¬ 
development, is the creation of law, and not something 
that could exist apart from the action of the State.’ 1 

However, one word of caution is necessary. The 
general frame of law is necessary for liberty. Most laws 
also may be helpful for liberty. But all laws are not always 
conducive to liberty. Tyrannical laws are not rare. Thus 
when Mahatma Gandhi was violating the unjust laws of 
the British India, he was only furthering the cause of 
liberty. 

To sum up, sovereignty and law, in general, help the 
cause of liberty. They are mutual and complementary. 
But some particular laws may be inconsistent with liberty. 
In the Democratic States the relation of law to liberty is 
bound to be intimate, because here laws express the will 
of the people themselves. In the dictatorial countries the 
case tends to be just the opposite 
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Additional Notes : 

1. The modem approach : Freedom is generally assumed! 
to be desired by all of us. Some leading thinkers, how¬ 
ever, believe that modern man is sometimes frightened> 
by freedom. This fear of freedom,, as Erich Fromm points 
out, is due to the fear of responsibility.. This peculiar 
aspect of modern society was revealed at its worst in. 

■ 

Nazi Germany. A number of factors had conditioned 
this fear. The nature of our industrial mass society,, 
faulty education and other related problems conspired to 
breed such a situation. The fall of German dictatorship, 
the decline of despotism in Russia and the success 
of democratic experiments, however, have tended to- 
regenerate a faith in freedom. 

2. Liberty for the backtoard countries: Two-thirds 
of the world represent the backward world. Is 
liberty desirable for this area ? Should India enjoy 
liberty ? Such questions are often discussed. The answer 
is : Why not ? The new nations of Asia, for example, 
especially India lias chosen the way of freedom. It has 
not withdrawn liberty from the people by promising 
bread. It has a planned economy. But this planning, 
unlike the Russian planning, is based on the foundation 
of democracy. The Indian case has proved that the choice 
before the people is not between liberty and security ; 
the two can run simultaneously. Actually, as Karl 
Mannheim points out, in our age, planning when combined 
with democracy, maximises liberty and the development 
of the personalities. 

Again, liberty in the backward States would demand 
a lot of sacrifice from the people. These sacrifices are 
necessary for economic growth. And the latter is necessary 
for the success of liberty. These sacrifices are to be 
brought about by the consent of the people. If the 
people fail in this regard, liberty would also fail. 
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' Fortunately, Indian history of recent times tends to 
make us optimistic about the future of freedom. 

3. Significant Statements: 

Barker : "The truth that every man ought to be free 
has for its other side the complementary and consequential 
truth that no man can be absolutely free." 

Catlin : “ Restraint ” should not be confused with '‘cons¬ 
traint” because while the former is voluntary, the latter 
is imposed form of control unrelated to the purpose of 
the individual. 

Hobhouse : "Excess of liberty contradicts itself.” 

Leslie Lipson : “If a passion for order pushed too far, 
can degenerate into authoritarianism. So a zeal for 
liberty can become licence by excess. 

Shri Aurobindo : "Freedom is as necessary to life as 
law and regime ; diversity is as necessary as unity to our 
true completenes .” 

Additional Reading : 

1. A Grammar of Politics : Harold Laski : Ch. 4 

2. Principles of Social and Political Theory : Ernest 
Barker : Pp. 143—150. 

» 3. For Democracy : Amlan Dutta. « 

* 4. Freedom, Power and Democratic Planning—Karl 

Mannheim : Ch. 12. 

* 5 Authority and Individual—Bertrand Russell : Ch. 5 


* TJiese books are more useful for studying the recent developments 
in the ideas about liberty. * 



chapter id good citizenship 

According to Aristotle, the success or failure of a cons¬ 
titution depends on the character and temper of the 
people. Governments can excel only when the citizens 
excel. 

Much, therefore, depends on the capacities of the 
citizens. This is especially true in a democray, since 
in the latter, the people are the real masters. Things, 
however, are di fife rent in a country ruled by a dictator. 
There the citizen has hardly any active role to play. And 
his worth, therefore, is not reflected in the quality of the 
State in such a dictatorship. 

Generally, intelligence, self-control and conscience— 
these are the qualities that the citizen should possess. But 
the average citizen may not be equipped with these 
qualities. He may have some and lack in others. This 
would be harmful. Indeed, in real life this is the case. 

„ India, for example, is a new nation striving for develop¬ 
ment and welfare. Century old fetters have just been 
broken. The country is now on the march. But at 
each step, the leaders of the nation have been put to 
difficulty. The citizens have always lagged behind. They are 
yet to develop the requisite qualities. And to the extinct 
they fail, the nation as a whole would fail. Hence, to 
make the State successful, the citizens must remove the 
hindrances that lie on the way of good citizenship. 

The hindrances : 

1. Indolence and self-interest: Public duties are often 
neglected. The incentive of self-interest is absent in this 
sphere. And the people often i neglect their duties simply 
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because these do not “pay" (in the selfish sense of the 
term ). Everyone thinks that somehow the others would 
•do the needful The result is perfect indolence. Even the 
best persons of a State so. often try to avoid their 
Te'feponsibilities. 

Thus in the case of India, one finds intelligent able- 
bodied "vpters prefering not to cast their votes. Important 
citizens again have been found to be unwilling to join 
the various public bodies. If this is the case who would 
lead the country forward ? 

Imperfect education, difficulties in earning one's liveli¬ 
hood, want of time and opportunity, absence of mass- 
contact and the unwieldy size of our modern "mass-society" 
—these may be the causes that generate indolence and 
self-interest. 

2. Excessive parly zeal ; Parties often make men selfish. 
Narrow interests prevail when party factionalism assu¬ 
mes an unreasonable role. Nepotism, corruption, jobbery 
and other related evils are often bred by the dirty hands 
<of narrow party politics. Modern India is a classic instance. 
Here all these evils are having their day. 

3. Communalism: According to Eddy Asirvatham 
“an evil altogether peculiar to India is that of communal- 
ism.” This danger is now on the decline. However,' 
the citizens of India and Pakistan have often lost their 
way because of this false star of misplaced patriotism. 

4. Plan-indifference : Modern States are Welfare States. 
Most of them rely .on some sorts of economic plans. Planning 
•demands able support from the people. Especially in the 
backward countries like India planning demands heavy sacri¬ 
fice and total efforts from the people. Yet in India, so many 
times one finds the citizens being indifferent to the plan ! 

Removing the hindrances : , 

The following are some of the means by which a State 
can overcome the difficulties about good citizenship. 
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. 1 . Education ; 

As Taylor and. Brown maintain, “Universal education, 
is a necessity in government of and by the people/' 
Secondly, the success of all democratic governments, 
depends on the training of the citizens in the art of self-* 
government. Alert, intelligent, responsible, efficient and 
morally worthy citizens alone can assure the sqc£ess of 
representative government—this is the view of John Stuart 
Mill. 

2. Emphasis on sociality : 

All forms of sectarianism should be done away with. 
The citizens must think in terms of the wider needs of the 
community and not merely self-interest Regionalism) 
caste-ism, communalism, linguism—all such small issues 
must be made to yield before the great issues of life. 

3. Ethical change : 

According to the great social psychologist Erich Fomm, 
much of the maladies of the modern societies are due to 
faulty training in the home during the childhood period. 
Good home training is the fertile ground which yields the 
fine crop of good citizens. Much, therefore, has to be done 
to see that family life becomes better in every respect 
for the growing child who is in fact a budding citizen. 

Occupational responsibility : 

Individuals engaged in various occupations should not 
limit their vision within the four walls of their own 
business. They should have wide outlook. 

The press, the platform, the religious as well as the 
cultural associations should also foster a keen sense of good 
citizenship among the people. 

Summing up: 

The art and science of good citizenship thus depends on 
an effective removal of the hindrances to good citizenship. 
The mechanical and the ethi&al remedies are important. 
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The ethical remedies are more significant. They seem to 
treat the issue from the roots. Therefore, a sound ethical 
foundation and not merely the mechanical remedies like 
the suggested schemes of proportional representation, obliga¬ 
tory voting, direct legislation, etc., would be the ideal base 
for developing good citizenship. 

Additional Reading: 

1. Political Theory; Eddy Asirvatham : Chapter 
on “Citizenship**. 

2. Political Science and Government: B. B. Mazumder: 
Chapter 6. 
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Introduction : 

The State acts through government. The latter is 
generally divided into three organs—the legislative, the 
judiciary and the executive. Each of these organs has a 
certain amount of power. The problem is : Should these 
three powers be exercised by one single authority or 
should it be kept separate ? 

Now, the trouble with power is that, excessive power 
tends to produce undesirable results. Power corrupts and 
absolute power corrupts absolutely. Thus concentration of 
power is disliked by many political philosophers. 

The theory of separation of powers attempted to provide 
for a remedy against this power concentration. The pur¬ 
pose of this theory was to safeguard liberty by separating 
the three organs of governmental power. The basic assump¬ 
tion of this theory is that "power should be a check to 
. power.” 

History of the theory : 

Aristotle, Cicero and Polybius believed in this theory. 
Aristotle, for example, drew a distinction between the 
deliberative, judicial and the administrative functions. 
The theory of separation of powers, however, was fully 
formulated by the French political philosopher Montes¬ 
quieu. 

Statement of the theory : 

Montesquieu proposes the thesis that the legislative, the 
executive and the judicial powers of the government must 
be kept separate in order tq preserve liberty. If these 
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three powers are combined in the hands of a single person 
or a body of persons, liberty would be destroyed. And 
the result would be a tyranny: 

Analysis: 

Montesquieu is afraid of a concentration of these three 
powers because excessive power generally leads to an abuse 
of power* Hence, to overcome this abuse of power, he 
was keen on keeping the three branches distinctly differen¬ 
tiated in function and freedom. 

For instance, if the executive and legislative functions 
were to be combined, liberty would be destroyed. Law then 
would be made on an arbitrary basis. If again, the judicial 
and the legislative organs were to be combined in one single 
authority, the same agency would act as the prosecutor 
as well as the judge 1 

To sum up the idea of Montesquieu, a rigid and strict 
separation of powers is essential for liberty. Depart¬ 
mental functions should be demarcated. Each organ should 
not cross its own boundary line. And if** these conditions 
are assured, liberty is also held to be secure. 

This idea was also expressed by the eighteenth century 
English jurist, Blackstone. 

Impact of Montesquieu's theory : , 

These ideas became popular after Montesquieu. This 
theory had a real impact on the sponsors of the French 
Revolution. These ideas of Montesquieu and Blackstone, 
however, were important in their consequences on the 
American political thought and system. As Finer observes, 
"the American constitution was consciously and elabora¬ 
tely made an essay in the separation of powers and is 
to-day the most important polity in the world which oper¬ 
ates upon that principle." ( The Theory and Practice of 
Modern Government—Herman Finer : Pp. 99. ) 

Criticism : 

There are, however, several limitations, which if taken 
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into consideration, tend to cancel the merits of Montesquieu’s 
theory. Secondly, history has already shown that such 
an idea & not practicable. Garner is right when he says 
that “The strict separation of powers is not only impracti- 
■cable as a working principle of government but it is one 
not to be desired in practice.* 1 The criticism may be 
systematically put as follows :— • 

1. Government is a complex art. AH its departments 
are inter-dependent. They are knit together in an organic 
texture. Hence, perfect independence of the organs of 
government is impossible. 

2. Too often the line of demarcation between the 
various organs of government tends to lose its significance. 
Thus in the modern States the executive authority often 
-promulgates law. The legislature may also perform some 
judicial functions. Indeed, there is much overlapping of 
powers. 

3. The modern States often need a co-operation between 
the legislature and the executive. This may be necessary 
for efficiency. But such a co-operation would not be 
warranted by Montesquieu’s strict principle of rigid 
separation. 

4. At best one can have a separation of the functions. 

«But to speak of a separation of powers, is rather to be out 

of step with the march of society. 

5. The British constitution has belied the contention 
of Montesquieu. Britain has a cabinet form of government 
which assumes a *''fusion of powers." Yet Britain happens 
to enjoy the maximum amount of liberty. 

6. A rigid separation of powers does not exist in the 
U. S. A. even. Thus the President has some legislative 
power, while the Senate has also some executive power. 
True, the American constitution is based on checks and 
balances. However, the latter have been proved to be the 
sources of trouble too. On many occasions they have 
■created undue fictions. 
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7. In the modern governments, with the advancement 
of democracy, the legislature is tending to gain an ascen¬ 
dancy over the other organs. This historical fact goes 
against the concept of equality ‘ of power for all the organs 
of government. 

8. The theory, again, may prove to be dangerous by 
releasing forces of frenzy and undue competition among 
the three*6rgans of government. 

9. Separation of powers, by itself, is no guarantee for 
liberty. The latter depends on the spirit of the people and 
many other complex factors. Some elements of Montes¬ 
quieu's theory, however, may help the cause of liberty. On 
the other hand, by retarding efficiency it may go against 
the positive aspect of liberty. 

10. Liberty may involve democratic economic planning. 
The spirit of Montesquieu would then have a rude shock. 
For governments with planning would be the last defen¬ 
ders of a theory of separation of powers. 

(• 

Conclusion : 

Thus one can conclude that in spite of some merits, in 
general the theory of separation of powers cannot stand 
the test of liberty and efficiency. It is especially irrele¬ 
vant in an age of democratic planning and large-scale Wel¬ 
fare States. As a key to liberty it is hardly of any substantial 
use, except of course some elements of it, which may be 
used with good effect. 

Notes for the advanced students : 

Some comments: 

Herman Finer : "There is no longer any virtue in the 
triad, except as a provisional scheme. We must discover 
some other rough differentiation of the functions and organs 
-of gqvernment.” 
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Maglver : The real problem is so to articulate these 
organs* that responsibility should not be divorced from 
efficiency. 

Additional Reading : 

1. The Theory and Practice of Government Herman. 
Finer : Pp. 94—108. 

2. The Principles of Political Science : C. Kapur :■ 
Pp. 256—267. 



™«™> ,2 THE FORMS Of GOVERNMENT 

One ofh reasonably classify the forms of government. 
There are so many different types of government, that a 
proper classification is pretty helpful. But. this sort of 
classification is often confused with the old fashioned 
attempts at classifying the States. Indeed while analysing 
this problem of classification most of the current textbooks 
have used the terms interchangeably. This is an error 
and a fundamental error at that. 

The Common Error *. 

The States cannot be classified. They may differ in 
their organisation. But then, that is a difference about their 
structure of governments. The States remain basically the 
same even when their gevernments differ. Hence Willoughby 
has remarked that “it need not be said that there can 
be no such thing as a classification of States. In essence 
they are all alike, each and all being distinguished by the 
sovereign attributes." 

Aristotle's Classification: 

The oldest Classification appears in the pages of 
Aristotle. His is, of course, a case of classification of 
the States. The basis of his classification rests on 
two principles : (a) the number of persons who 

exercise supreme power ; and (6) the ends they seek to 

t 

serve. Thus when the supreme power is in the hands of one 
man, it is a case of Monarchy. If the supreme power is 
vested in the hands of a few men, it is a case of, Aristocracy. 
And if the supreme power lies in the hands of many, it is 
a case of Polity. These, however, are the normal forms. 

M. 0. P.-5 
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Aristotle also speaks of the perverted forms. If the above 
forms of government are not carried in the interest of all 
and if they are vitiated by the self-interests of the rulers, 
they would lead to their corresponding perverted forms. 
The perverted form of Monarchy is Tyranny of Aristo¬ 
cracy Oligarchy and of Polity Democracy. 

The Cycle of Change : , 

Aristotle also believed that there is a cycle of govern¬ 
ment ; Monarchy in course of time degenerates into tyran¬ 
ny, and the latter is replaced by Aristocracy. Aristo¬ 
cracy also gradually degenerates into Oligarchy and the 
latter is replaced by Polity, which in its turn ultimately 
degenerates into Democracy. In the end Democracy 
becomes intolerable because of its growing undesirable 
features and thus society again goes back to Monarchy. 

Aristotle's Defects : 

Aristotle, and for that matter the Greeks in general, 
did not differentiate the State from the government. Second¬ 
ly, his classification is based on the idea of a small City 
State, which to-day has been replaced by massive Nation 
States. Thirdly, his concept is unworkable in the face of 
the growing complexities in the mechanism of govern¬ 
ment. Fourthly, his distinction between Aristocracy and 
Oligarchy is rejected by many as basically unsuitable for 
our age. Finally, the theory of a cycle of change is too 
mechanical a formula to be corroborated by the complex 
march of history. 

Towards a workable classification : 

An adequate classification is very difficult to achieve. 
Stephen Leacock's table of government is regarded as quite 
workable. He divides the governments into two types—the 
despotic and the democratic. The latter is divided into two 
types—monarchy and republican. These two, again, may be 
eirthe unitary or federal, which in their turn may be either 
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parliamentary or non-parliamentary. The simplest and the 
latest classification has been given by Huszar and Steven- 
eon. They maintain that *'A preferable division of govern¬ 
ments would be...one which would seperate those with a 
major degree of popular control from thos? with a 
minor degree. The former are limited and representative ; 
the latter, unlimited and unrepresentative.*' The former 
are termed 1 democracies ; the latter, dictatorships. 

Here one should be cautious and try to remember 
Mac Ivor s warning that "It is necessary to observe that in 
the endless processes of political change any form of govern¬ 
ment, as it exists at a particular moment, is likely to exhibit 
features characteristic of different types, while it is moving 
in one direction or another." 

Additional Reading : 

1. The Web of Government : Maclver : Pp. 147—162. 
( This chapter contains the best treatment on this 
problem. Maclver’s classification of the forms of 
government is the most comprehensive and modern 
in its range and approach respectively. However, we 
are afraid, this book is good only .for the good 
students. ) 

2 Principles of Political Science : A. C. Kapur : 
Chapter on the Forms of Government. 



chapter ,C DEMOQACV AND DICTATODSHIP 

The great issues of modern politics revolve round the 
two concepts of democracy and dictatorship. In a demo¬ 
cracy the people are the ultimate decision makers. They 
are the real rulers. All power, therefore, of a democratic 
government belongs to the people. Democracy thus implies- 
faith in the people and their freedom of choice in every 
sphere. 

Dictatorship on the other hand implies faith in a.great 
man or a great group. This obviously implies that popular 
control of government is of a very minor degree. Here 
a strong man or his group acts as the real master of politi¬ 
cal power. 

To sum up, assuming that politics means a game of 
power, democracy implies an equalitarian distribution of 
power while ■ dictatorship implies a concentration of power 
at the top in the hands of one or a few persons. 

DEMOCRACY 

Definition : It is a type of government where the people 
either rule directly through popular assembly or indirectly 
through elected representative assembly. In both these 
cases the people happen to freely direct the policy of the 
state.* 

Other uses of the word : It is better to define demo¬ 
cracy in terms of a form of government. That paves the 

*We have avoided the traditional definitions. They appear to be attrac¬ 
tive. But on, an analysis most of those definitions arc found to be un¬ 
sound. Hence, for our elementary analysis we have followed the definition 
of Hussar and SlevenBon. 



DEMOCRACY AND DICTATORSHIP 69 

■way for a sound analysis. Others, however, like to use the 
word in wider senses. Thus some prefer to speak in terms 
of a democratic society or stale. But it is better to assert 
that some social forms and psychological attitudes favour 
the growth and development of a democratic government. 
Others obviously do not. And the former should be wel¬ 
comed or .fostered to the extent one likes the democratic 
governments to succeed. 

Forms of democracy : 

Direct and indirect—these are the two types of demo¬ 
cracy. Modern democracy is mostly an indirect type cf 
democracy. 

Direct democracy : It refers to that system of govern¬ 
ment where the whole body of the people assemble together 
and decide their own policies themselves. It has its 
merits and demerits. In such a system the people enjoy 
power directly and there is no middle man. They main¬ 
tain a continuous initiative in the process''of government. 
The taste of power is enjoyed completely by the people. 

However, such a system is unsuitable fdr the modern 
societies. The scale of our society is expanding day by day. 
This renders direct democracy obsolete. Secondly, the 
people in general may not be always interested in the 
great issues of life. This fact may go in favour of an 
oligarchic tendency of some social groups. Finally, open 
decisions may work in favour of the strong persons or 
privileged groups. This would hamper the development of 
3. true democracy. 

Certain ancient Greek city-states had such a system. 
Even today some cantons in Switzerland enjoy such a 
system. Again, partial direct democracy operates in 
Switzerland and some States of the U.S.A. Thi# operation 
involves the processes of the initiative, the referendum and 
the recall. 
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Representative democracy : Indirect democracy operates 
through the representatives of the people. It is eminently 
suitable for the big States. 

In this system the ultimate power of decision belongs to 
the people. But the ruling power is delegated to the elected 
representatives. 

Direct democracy was suitable only for thetvery small 
States. Hence the growth of the large-scale modern States* 
facilitated the growth of representative democracy. Com¬ 
plexity of the modern business of government, systematic 
public pressure and the emergence of public economic plan¬ 
ning are the other reasons which have contributed to the. 
growth of representative democracy. 

Merits of democracy : 

1. Democracy confers dignity on each man. Unique 
development of each personality is the basic purpose of such 
a system of government. Power being in the hands of the 
people, it can bp easily adapted to this purpose of individual 
development. This makes democracy the best form of 
government since such a wide basis of political power 
is not to be found in any other system of government. 

2. Good government is no substitute of self-govern¬ 
ment. Other forms of government may boast of many 
merits which may be “good,” but none else assures self- 
government. 

3. In a democracy the responsibility of the rulers to- 
the ruled is assured most effectively. Popular elections, 
popular control and popular responsibility is supposed to- 
be the best instruments of efficiency. And by securing 
both efficiency and responsibility, democracy proves to be 
the best ground for creating the best type of citizens. 

4. According to Woodrow Wilson, self-government 
develops the potential, intellectual and spiritual qualities 
of the people. Thus democracy elevates the character of 
the individual and fosters a better national character! 
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5. Laws of the democratic governments are best, 
enforced since such laws are based on the consent of the 
people. 

6. Democracy maximises the liberty of the individual. 
It is the one form of government where the authority of 
the rulers is sought to be harmonised with the freedom of 
the ruled. Hence freedom is at its best, both in quantity 
and quality, in a democratic form of government. 

7. Democracy develops patriotism. When the will 
of the people is respected, the people willingly defend their 
institutions. And a persuaded defence is always stronger 
than a coerced one. 

8. Democracy avoids revolution. The people here 
feel that the government is their own affair. Hence they 
do not feel like overthrowing it. This makes for stability. 

9. In a democracy opinions fight opinions. Free discus¬ 

sion being the essence of such a government, the defects 
of the government are quickly removed. Hence it is a self- 
correcting system. * 

10. Modern democracies are planned democracies. 

And as Karl Mannheim points out, democratic planning 
assures the maximum of welfare and development tor the 
people. , 

All these points speak in favour of democracy. Some 
critics, however, have attacked democracy for some of 
its defects—many of them are imaginary, but some of 
them are unfortunately true. The following points sum up 
the alleged demerits of democracy. 

The attack on democracy : 

1. Democracy means the rule of the majority. The mas¬ 
ses constitute the majority. But the masses are generally 
ignorant about the problems of the day. Thej? have hardly 
any solution to offer. Hence such a government would 
only 'spoil efficiency and br^ed confusion. 
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2. Qemocracy is a cult of the incompetent. Ordinary 
people tire incompetent in the art of the administration. 
Hence the democratic government is an essay in immatu* 
rity. 

3. Good government requires a steady policy, sober 

judgment and calm execution. Ignorant masses, easily led 
by mob-spirits are ill-fitted to these tasks. < 

4. Everybody's business is supposed to be‘ nobody's 
business. Democracy is thus a system where the sense 
of responsibility is lost. 

5. Human beings are born with unequal capacities. 
Democracy tries to level this unequal base forcibly. But 
to equalise the unequals is in itself an inequality. 

6. The majority, composed as it is of the average men, 
generally attempts to destroy the liberty of the intellectuals. 
In this way the fountain-spring of creativity is lost. Culture 
stagnates. Excellence in all spheres of life receives a rude 
shock. 

The defence of'democracy : 

The attack against democracy seems to have been 
misfired. Democracy has never claimed itself to be the perfect 
form of government. It only aspires to build a free society 
.where equal opportunity and liberty of thought and 
expression prevail. 

Democracy believes that self-government is better than 
“good government”. Only the wearer knows where the 
shoe pinches. Hand-picked great men are not in a posi¬ 
tion to understand the real problems of the masses. And 
even if they are, what is the guarantee that they would 
work for the masses ? 

The people, therefore, are the best judges about them¬ 
selves. If they err,—no harm. By trial and error they 
would have their own free society. And that they can make 
democracy a success, has been proved by the pages of 
history. 
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DICTATORSHIP 

Dictatorial governments represent the modern editions 
of the earlier despotic forms of. government. The idea of 
dictatorship is the lasting challenge to democracy. It is also 
the greatest challenge for the modern man. 

Definition : 

• 

Dictatorship can be defined as “The government of one 
man who has not primarily obtained his position by in¬ 
heritance but either by force or by consent, usually by a 
combination of both. He must possess absolute sovereignty, 
exercising it arbitrarily by decree rather than by law." 

Analysis : 

The essence of a dictatorship is the absence of responsi¬ 
bility of the rulers to the masses. In this respect it is the 
opposite of democracy. In a dictatorship the people are 
reduced to passivity. No opposition is allowed. The will 
of the dictator is the last word. The arguments of the 
critics are silenced not by arguments but by bayonets. 
To differ with the government means to stake one’s 
existence ! 

m 

Here only the ruler and his group matter. And often 
the range of the power of fhe ruler extends over all the 
aspects of life. Modern dictatorships are characterised by* 
such total control of the life of the individual. Such total 
dictatorships are called the totalitarian states. 

Growth of dictatorship : 

This term is borrowed from ancient Rome. Napoleon I, 
however, was the first dictator in the modern sense of the 
term. In recent history dictatorship appeared in Russia 
in 1917. During the inter-war years, Germany and Italy 
had dictatorial governments. 

Contemporary dictatorship : 

In our time the classic instance of dictatorship is offered 
by Russia, China and the Eastern European states. Egypt 
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and some countries of Latin America are also termed as 
dictatorial countries. 

There are two types of dictatorship—the communist 
and the non-communist. The former seem to use dictator¬ 
ship for some popular ideals. However, in essence both 
these types represent "unfree, undemocratic” governments. 

Democracy and dictatorship : 

■ Our world seems to be a battlefield of two hostile forms 
of government—democracy and dictatorship. They repre¬ 
sent two different attitudes to man and society. Democracy 
believes in the dignity of the common man. It allows him 
autonomy and freedom. Dictatorship worships the super-man 
and allows no autonomy to the common man. It is a new 
form of slavery. 

Secondly, democratic governments work through per¬ 
suasion. The dictor knows no such sober logic. To him 
the sword, and not the pen, is the only instrument. Thus 
violence is the way of the dictators. 

Thirdly, dictatorship destroys the initiative of the people 
The latter become a mass of voiceless atoms. In a demo¬ 
cracy, the peo'ple are their own masters. Hence the taste of 
power and the liberty of thought elicit better response from 
,the people. The quality of the individuals thus improve 
in a democracy. 

Finally, all dictatorships are fertile grounds for con¬ 
spiracies and revolutions. Hence, on a long-term analysis 
democratic governments are more stable than the dictatorial 
ones. 

Conclusion: 

Considering all the aspects of democracy and dictator¬ 
ship, it seems quite rational to conclude that democracy is 
the better form of government. It may have some detects. 
But a dictatorship is a poor alternative. The future of 
man, therefore, is doubtlessly linked up with the prospects 
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of democracy. And the prospects of democracy is depen¬ 
dent on the performances of man. 

Additional notes : 

1. Conditions for the success of democracy : 

In order to make democracy successful certain con¬ 
ditions* are essential. According to E. M. F. Durbin, the 
first necessary condition is the ability of the people to 
choose a government. Secondly, the people should have- 
the freedom to oppose the government of the day. Thirdly, 
there must be a mutual toleration between the parties. 
And as Karl Mannheim points out, this toleration may 
often have to be converted into co-operation. This would be 
specially necessary for the democratic governments ex¬ 
perimenting with economic planning. 

2. On dictatorship : 

A textbook on Civics defines dictatorship as "the system 
of one-man rule.” This is misleading. Monarchy is also 
one-man rule. Secondly, there may also be a case of group 
dictatorship—a feature which has been popularised by the 
successors of Stalin in Russia. 

Additional Reading : 

1. For Democracy—Amlan Dutta : Ch. 1. 

2. Political Ideals—Delisle Burns : Ch. 12. 

*3. An Introduction to Politics—R. H. Soltau : Pp. 
297—304 (for an analysis of “dictatorship”). 

* Only for the exceptional students. 
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THE PAWAMENTAW AND THE 
PKSIDENTIAL SYSTEMS . 

The forms of the democratic governments vary. Some 
governments are of a parliamentary type. Others are pre¬ 
sidential. 

Parliamentary or Cabinet Government: 

In a parliamentary democracy the principal governing 
body is the legislature. The executive is drawn from this 
legislature. This executive is known as the cabinet. Usually 
it consists of the heads of the various administrative 
departments of the State. The members of the cabinet 
may all come from the majority party in the legislature. 
This is the case with the British cabinet government. In 
the other European countries, however, they come from a 
united body of several parties—the coalition (as it happens 
in France). 

Features of Cabinet Government: 

1. The real power is exercised by the ministers who 
are responsible to the legislature. These ministers may 
function in the name of the nominal executive. But the 
real power is still retained by them. 

2. These ministers are also indirectly responsible to 
the electorate. 

3. The ministers exist not in accordance with the 
desire of the nominal executive, but in accordance with the 
pleasure of the legislature. 

4. The cabinet acts as the bridge between the execu¬ 
tive and the legislature. The cabinet initiates laws. It 
also executes them. Hence the cabinet enjoys a dual 
position. 
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5. Separation of powers is irrelevant in such a form 
of government, hut. as Huszar and Stevenson point out, 
there exists a good deal of separation of functions even in 
Britain which is a classic case of the cabinet form of 
government. 

■ 

Merits of the cabinet form : 

* • 

1. In'the cabinet form, both the legislature and the 
executive can keep abreast of the public opinion. This 
happens because the executive and the legislature are res¬ 
ponsible to each other and both in their turn are respon¬ 
sible to the voters. 

2. Good government demands co-operation between 
the legislature and the executive. Cabinet government 
assures a harmony between them, and as such secures good 
government. 

3. Of late, one hears much about the growth of “ca¬ 
binet dictatorship". However, this fear is wrong. Actually, 
responsibility being the keynote of this system, the cabinet 
has to work in the interest of the people. 

4. A cabinet consists of experts. Ministers are tried 
leaders. Hence under the cabinet government one finds 
a sort of blending between the will of the people and the 
capacity of the leader. 

5. Cabinet government, fot its success, requires an 
opposition. The existence of the latter strengthens demo¬ 
cracy. 

6. Cabinet system tends to produce a flexibility which 
is good for fitting the administration with the changing 
course of times. Cabinet government is also important so 
far as it promotes political consciousness among the people. 

Demerits of the cabinet system : * 

1. Cabinet government fails to be prompt in its per¬ 
formances. It involves delay. , 

2. The theory of separation of powers is not adhered 
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3. The existence of the government, here, depends 
on the whims of the electorate. Hence it is unstable. 

4. This system leads to party-despotism. This max 
lead to the coercion of the minority. 

5. The ministers, in. general, are amateurs in the art 

of government—hence they may succumb too often to the 
caprices of the civil service. * 

f 

Evaluation : 

Most of the criticisms levelled against the cabinet form 
of government seems to be exaggerated. The history of 
cabinet government in Britain has belied most of these 
points. Thus Britain during,the Second World War was quite 
prompt. And in other respects too the continental cabinet 
systems may be charged with some of these accusations 
but hardly Britain. 

The presidential form : 

Under the presidential system the executive and the 
legislative powers are conferred upon distinct institutions, 
which are separately chosen. 

Features : 

1. Here the chief executive head of the State is the real 
1 executive. His powers are warranted by the constitution. 

2. The cabinet exists even here. But this cabinet is 
only a body of clerks assisting the head of the executive. 

3. Neither the head of the executive nor the cabinet 
has any responsibility to the legislature. 

4. The relation among the executive, the legislature 
and the judiciary operates on a principle of checks and 
balances. This means that each branch has some degree 
of control over each of the other two. 

5. The chief executive head of the State is the elected 
representative of the people. Neither his election nor 
his removal is in the hands of the legislature. These issues 
are settled by the constitution. 
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6. Separation of powers is the keynote of this system. 
The executive has little to say about the work of the 
legislature and vice versa. 

7. The legislature, again, cannot be dissolved. It 
runs its usual course of life. 

Merits > 

1. The unhampered existence of a single executive 
leads to the concentration of executive and administrative 
responsibility. 

2. Government becomes more stable by virtue of the 
fixed terms of the executive and the legislature. 

3. The concentration ot power in the executive is 
especially useful during the times of national crisis or similar 
emergency problems. 

4. The presidential form is also said to be automatic, 
irresponsible and dangerous. The nation after electing the 
president has to tolerate his whims and in spite of his bad 
behaviour cannot remove him before the appointed time. 

Conclusion : 

The presidential form has merits as well as demerits. 
However, one thing is clear. For a country which is 
inhabited by different types of people and interest groups,' 
the presidential form is seemingly suitable. American 
history has proved its efficiency. When the people are 
alert, the public opinion is vigilant and where the demo¬ 
cratic way of life is firmly stamped on the nation, the 
presidential form can hardly become autocratic. 

Additional Notes : 

1. The Cabinet System: According to R. H. Soltau, 
this system is “the nearest approach to the faithful 
expression and representation of popular sovereignty. 
And that is why it tends to be the dominant pattern in 
the democratic organisations of to-day." 
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2. The Presidential System: Commenting on the 
American presidential system, Herman Finer writes— 
“The United States is more fortunate in its government 
than the lands of Europe which rule themselves through a 
cabinet system founded on parties too numerous to provide 
a stable and decided executive, for it has avoided confusion 
and excessive fluidity." r * 

Additional Reading : 

1. Principles of Political Science—R. N. Gilchrist: Pp. 
245—250. 

2. Principles of Political Science—A. C. Kapur : 
( Ch. on "Forms of Government" ). 



■CHAPTER 15 


UNITARY AND 
FEDERAL GOVERNMENTS 

Governments may be either unitary or federal. This 
classification is about the geographic allocation of power. 

If the power is territorially centralised, it is a case ot 
unitary government. On the other hand the mark of a 
federal state is the dispersal of power. 

Unitary Government: 

Definition : A unitary government is one in which the 
national government originally possesses all powers, 
delegating to local governments what powers it may 
choose. 

Features : In such a government, sovereignty belong 
to the national government. The central authority creates 
the local units, it may also destroy the latter. The 
powers of the local government exist by the grace of 
the national government. Finally, a unitary government 
has a single administrative system. 

Example: Great Britain and France are unitary 

governments. Under the Act of 1919, the Indian govern¬ 
ment was also unitary in character. Even to-day the 
Government of India has a unitary bias although formally 
it has a federal form. 

Merits: 

1. Unity is the great merit o'f a unitary government. 
Here one finds a uniformity of law, policy and administra¬ 
tion running throughout the whole country. , 

2. This unity contributes to efficiency both in the 
peacetime and during the war. 

M C.P.-G 
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3., Th# loc^I governments, can be easily changed or 

amended. Hence, it offers flexibility. 

■ 

Defects : 

1. Unitary government may lead to over centralisation. 
Local autonomy may suffer. 

. -2. In the big States, unitary government seems to be 
unsuitable ; Only in the small States it can prove to be a 
success. 

3. ' It destroys regional initiative and seeks to do too 
many things. Hence, not unoften, this has led to waste 
and confusion. 

Federal Government : 

Definition : According to llus\ar and Stcccnson , a 
federal government “is a union of several political bodies 
possessing governing powers of their own right under a 
single government empowered to legislate and administer 
matters of common interest”. 

Features : The following are the marks of a federal 
form of government : 

1. It envisages a union rather than unity. There arc 
two sets of government—the central and the local. Both 
of them enjoy “co-ordinate powers". 

2. A irritlen constitution guarantees the powers of 
these two co-ordinate powers. Thus the division of powers 
is safeguarded by the supreme law of the land—the 
constitution, which is usually rigid. 

3. If disputes arise between the two sets of government, 
a judicial authority acts as the guardian of settlement. 
Thus a Federal Court exists in a federation. It interprets 
the constitution, settles the disputes and maintains a 
constant vigilance so that both these governments within 
the federation keep themselves within proper limits. 

4. Each citizen owes a double loyalty. He is to obey 
the authority of both these governments, However, in the 
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Indian federation this . theory of dual ci^izen^iip has not 
been accepted. 

5. A federation is a permanent union, * whereas other 
unions and alliances are generally temporary in nature. 

Types of Federation : 

Federations may vary in nature. This variation depends 
on the nature of allocation of power. In the U.S.A.. 
for example, the centre has enumerated powers—the 
residuary powers belong to the states. In Canada, however, 
the residuary powers belong to the centre while the 
enumerated powers are with the provinces. Broadly, 
therefore, the American and the Canadian federations 
represent two different types of federation. The former 
type is generally termed as the purer type of federalism, 
while the latter seems to deviate a bit from the pure 
theory of federalism. ^Indian federalism, one should 
remember, follows the second type. 

Conditions favouring the formation of a federation : 

1. The urge to unite among the people living in differ¬ 
ent regions is the first condition of the establishment. 

2. The areas that desire a federation must be 
geographically contiguous. 

3. There should be a community of language, religion, 
culture, custom, traditions, etc. 

4. A sentiment of unity must exist as a social fact in 

the federating units. 

5. An approximate equality among these units is also 
necessary. 

6. The people inhabiting the units should have a 
political competence and an adequate general education. 
These are necessary to make a federation a success. 

Merits : 

1. This is an age of massive states. Large areas, 
however, cannot be administered well by a unitary govern- 

* Sec Additional Notes. * 
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ment. Hence federalism comes to tbe rescue of the big 
states and solves their administrative problem better than 
the other form. 

2. It works out a sort of division of labour and in 
that way contributes to efficiency. 

3. It reconciles “national unity” with the “state 
rights" and thus combines the advantages of both. 

4. According to Bryce, it allows experiments in local 
legislation and administration which stimulates publi£ 
interest and init : itive. 

5. Local interests are not likely to be cared for in the 
unitary States in case the latter is of a big area. Under 
a federation the State governments can remedy this 
defect. 

6. Small states are always weak. Federalism makes 
them strong by uniting together in a common government. 
Thus the federating procsss contributes to the strength 
and dignity of the states which were once small and 
humiliated. 

Defects : The following are the views of the critics : 

1. It is a weak form of government. The Division of 
authority is responsible for this weakness. 

2. Double legislation causes delay. Too often the 
centre and the states quarrel about the laws. This hamper 
the efficiency of the administration. 

3. Federalism is costly. A single administration, as it 
happens in the case of a unitary government, is rather 
cheaper to operate. 

4. The sense of responsibility tends to be weakened 
in a federation. One unit tries to shift the burden of its 
share on another. This may lead to a dangerous 
consequence. 

5. The federal form proves to be disadvantageous in the 
event of a war. This happens because the multiplicity of 
powers tend to slow down the efforts of the nation. 
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6. Criminal law may vary from state to state in the 
same federation. This may 'facilitate the escape of a 

criminal from punishment. 

7. The rigid distribution of power may go against the 
needs of the national economic plans. Thus the inflex¬ 
ibility of federalism makes the latter seemingly unsuitable 
for a planned economy. 

8. The danger that the units may break off from the 
centre is also apprehended by some. 

The future : 

In spite of these defects, federalism as a principle has 
not lost its case. Rather, it is gaining new grounds. But the 
nature of the federal forms is undergoing a change. The 
Federal States are increasingly tending to centralise. Even 
the federalism of the U.S.A. is revealing this tendency. 
This is because, some form of economic centralisation is 
gradually being accepted by most of the nations. There 
are also other causes which have favoured the tendency 
toward integration. However, this is not to deny the 
growing popularity of federalism. 

Additional Notes : 

1. Indian federalism : India represents, one should 
say, a new type of federalism. It is not identical with 
either the American or the Canadian types. True, India 
has followed the Canadian model. But there is a difference. 
Unlike the U.S.A. and Canada, in India both the Centre 
and the States enjoy specified powers. However, the 
residuary powers belong to the Centre. And the concurrent 
powers are enjoyed by both the centre and the units. 
The emergency provisions of the Indian Constitution, again, 
may convert the entire federation into a unitary state. 
In fact India reveals such a centralising tendency in its 
Constitution that K. C. Wheare terms her as a quasi- 
federal State. 
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2. Federalism and liberty;' Men like Lord Acton 
believed that federalism is in itself a guarantee of civil 
liberties. But, as Herman Finer points out, this is wrong. 
Federalism is compatible with an absence of liberty. “Indeed 
some federations have been absolutist like the German 
Reich from 1871 to 1918. We hardly care to adduce the 
Soviet Union.” ( The Theory and Practice of Modern 
Government—Finer : P. 190 ) 

Additional Reading : 

1. The Theory and Practice of Modern Government : 
Herman Finer . Pp. 184-185 and Pp. 189-190. 

2. Federal Government : K. C. Wheare. 



CHAPTER 16 


(OHSTITUTIONS 


Eevcry system of government must have certain guiding 
rules. Otherwise things would go wrong. For the. sake 
of ordered political life, therefore, there must be a funda¬ 
mental body of rules which may act as the basic guide to 
the principles, functions and organisation of government 
in each state. The constitution of a country serves precisely 
this purpose. 

Definition : 

The constitution of a state is "the body of rules which 
allocates the various powers of government among the 
branches of the government which establishes how these 
powers are to be used, and which determines the authority 
of the government over the people.” (Huszar and Stevenson) 

Characterisitics : 

I. Constitutions may be either written, or unwritten. 
Modern governments, however, prefer to have their 
fundamental law of the land written down in precise terms. 
Britain is still the outstanding example of a country with an 

unwritten constitution. 

A. Unwritten costitution : 

According to (Jetlcll "an unwritten constitution is one 
in which most of the fundamental principles of govern¬ 
mental organisation have not been reduced to definite 
written form or embodied in basic documents. Such a 
constitution consists largely of custom, usages^ conventions 
and judicial decisions. However, it also includes some 
documents which are written. 
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B. Written constitution : 

In a written constitution most* of the rules are formally 
written. Generally such a constitution is deliberately 
created by a constitution framing body. For example, the 
Constituent Assembly, of India had prepared the Indian- 

constitution. The U.S.A. and India have written constitu- 

■ 

tions. A written constitution may consist of one or i series 
of documents. 

Analysis : The distinction between the written and 
the unwritten constitutions is one of degree rather than of 
kind. It is not always quite clear. Indeed, to-day such a 
clear classification is not possible. One now finds that all 
written constitutious contain unwritten elements ( e.g. 
the conventions in the U.S.A. ). Again an unwritten 
constitution also contains several written elements ( r.g. 
Magna Charta in Britain ). 

II. Constitutions have also been classified into rigid 
,i:id flexible forms. This distinction rests upon the method 
by which the constitution may be changed. 

A. Flexible constitution : 

A constitutions is said to be flexible when it can be 
easily amended by the ordinary law-making body and 
procedure. In the case of a flexible constitution there 
is no distinction between the ordinary law and the consti¬ 
tutional law. Here both emanate from the same source. 

[ example : Britain ] 

B. Rigid constitution : A constitution is said to be 
rigid when it reqircs a special organ or a more di£Ecu.'.t 
procedure for amendment than that required for the 
creation of ordinary law, Under such a constitution, a 
clear distinction is drawn between constitutional law and 
ordinary law, which emanate from different sources. 
A position of superiority is also accorded to constitutional 
law. In the case of a rigid constitution, generally, a 
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judicial authority acts as the guardian of the sanctity of 
the constitution. [ example ; U. S. A, ] 

C. Merits and Demerits of the Rigid and the Flexible 
Constitutions : 

1. A flexible constitution is adaptable to the changing 
needs of a government. This easy adaptability helps to 
avoid harsh political actions, eg., revolutions. 

Since it is easily amendable, it involves no delay. 

It is elastic. Hence it fits easily to the desirable social 
pattern of the day. 

Of the demerits of a flexible constitution, the most 
striking is impermanence and instability. Secondly, such a 
constitution may be easily misused by the party in power 
to serve its own interests. Thirdly, as the rights of the 
people here are at the mercy of the rulers, the people 
may suffer unduly. Finally, excessive flexibility may confer 
undue power on the judicial tribunals. 

2. A rigid constitution generally presents a definite 
document with a clear consent. It cannot be changed 
too often. Thus it makes for stability. .Its clarity is 
another asset. Here the prospects of confusion arc rare. 
Finally, the temporary frenzy of a nation cannot misuse the 
constitution because amendment here is difficult. 

The demerits of a rigid contitution are, however, not 
rare. Its inelasticity often makes the constitution lag 
behind the aspirations of the people. It is difficult to 
introduce changes. Hence revolutions may occur. Finally 
a rigid constitution generally tends to be conservative 
and in that way it may stand against the interests of the 
people. 

Amendment : 

U.S.A. : Constitutional amendment is of different 
types. In the U.S.A. resolutions for amending the 
constitution must be passed by both Houses of the 
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oongfess by a two-third vote. Secondly, it must again be 
ratified by three-fourths of state legislatures. [ It is a 
case of the rigid type. ] 

U.K. : The British constitution can be altered very 
easily. It requires no special process. It can be changed 
by the Parliament as easily as it can be in the case of 
ordinary law. [ It is a case of the flexible type. ] 

India : The Indian constitution can be amended in a 
different way. Some parts of this constitution can be 
amended by an ordinary parliamentary majority. Others 
require a special parliamentary majority. Still a third part 
require the consent of a majority of the states in addition 
to the special parliamentary majority. 

Additional Notes : 

1. Herman Finer : Writing on the definition of a 
constitution Finer comments that “a constitution is the auto¬ 
biography of a power relationship’’ that exists in a State. 
Certain power relationship between the individuals and 
the other groups rules in a state. This power relationship 
is embodied in political institutions. The system of 
fundamental political institutions is the constitution. Finer 
emphasises on two terms in this definition—“ system ” and 
"fundamental 

2. Gilchrist : Commenting on the merits of a flexible 
constitution maintains that they “can be stretched or bent 
so as to meet emergencies without breaking their frame¬ 
work ; and when the emergency has passed, they slip back 
into their old form like a tree whose outer branches have 
been pulled aside to let a vehicle pass.” 

3. Modern constitutions must be dynamic. Social forms 
are rapidly changing. In such a world the constitutions 
cannot sit idle, As Lord Brougham points out, "constitu- 
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tions must grow if they* are of any value ; they have toots, 
jjf-ipen, they endure.” 

Ldditlonal Reading : 


*1. Theory and Practice, of Modern Government— 
Herman Finer : Pp. 116—127. 

2. Political Science—Gettell: Pp. 244—259. 

3. 'Principles of Political Science—A.C. Kapur (Chapter 
on “The Constitution of the State”) 


* Only lot the exceptional students. 


chapter ,7 govbmments AT WOIIK 

The process of government is generally divided into 
three parts—legislative, executive and judicial. The func¬ 
tion of the legislature is to make laws. The executive 
administers these laws. The judiciary punishes the law¬ 
breakers and, when need arises, interprets the laws. 

The legislative function is undertaken by the legislature. 
The task of administration is the work of the executive. 
The judicial functions are performed by the judiciary. A 
government at work thus means the sum total of the 
activities of these three organs of government. 

The growing complexity of modern government demands 
a co-operation among these organs. Those commentators 
who had urged a complete separation* of these organs of 
government, have become outdated, History has left them 
alone in the backwaters of the past. 

THE LEGISLATURE 

definition : 

The legislature of a modern State can be defined as that 
organ of government whose principal task is the creation 
or expression of the will and policy of State. 

The range of power of legislature varies from country to 
country. This range is defined by the constitution and the 
laws. 

Functions of the legislature : 

The functions of a legislature in a modern democratic 
government may be classified as : 

* For ft detailed analysis on this aspect sec the chapter oil "Separation 
of Powers". 
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1. Law-making : The most important function of a 
legislature is to make laws. In making laws it creates and 
-expresses the will of the government. Old laws which are 
undesirable are removed by it. New laws which are 
necessary for the country are passed by it. 

2. Control of finance: The legislature determines 
the method of raising money, the amount to be raised and 
the manner in which the money is to be spent. This means 
that the income as well as the expenditure of the govern¬ 
ment is controlled by it. As economic planning is 
becoming popular, this control over finance is assuming 
additional significance. 

3. Control of the executive : When the government 
is of the cabinet type, the legislature controls the executive. 
The latter is responsible to the legislature. The legislature 
makes and unmakes the ministers, keeps a constant watch 
over the role of the ministers and censures them if 
necessary. 

Under a presidential form of government, the range 
of this control is limited. But some control exists. Thus 
the Senate of the United States must confirm most 
presidential appointments ; it also must ratify treaties. 

4. Judicial : Legislatures, particularly in presidential 
governments, may impeach and try these impeachments. 
This power of trial and removal extends to such posts as 
that of the Presidents and judges. The Indian Parliament, 
for example, enjoys such a power. Secondly, the Upper 
House of the legislature may have other types of judicial 
function. Thus in England, the House of Lords acts as 
the highest court of appeal. 

5. Deliberative : The legislature has often been referred 
to as a national talking-shop. All vital problems are 
discussed here. The critics attack the government from 
all possible aspects. Hence, the legislature's the national 
forum significantly helps the process of democratic politics 
because democracy means goverment by criticism. 
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6. Constitutional: Legislatures take an important 
part in the amending of constitutions. The right of 
proposing amendments devolve upon the legislature in 
the United States. In Great Britain the right of amend¬ 
ment belongs to the legislature, 

7. Miscellaneous : The legislatures may investigate 
the behaviour of administrative officials. In some cases- 
electoral rights also belong to the legislature in the United 
States. 

The problem of bicameralism : 

The structure of a legislature may be of two types— 
the unicameral and the bicameral. In the former case, the 
legislature consists of one House only, while in the latter 
case, it consists of two Houses. 

The problem of bicameralism, therefore, is the problem 
of two Houses. 

Under bicameralism, one House is known as the Upper 
House. In this House, the members may not be representa¬ 
tives of the people. Thus the House of Lords in Britain 
cansists of hereditary lords. However, in many States, 
the Upper House is generally elected either for a specific 
purpose or on a restricted franchise. The Senate of the 
tJ.S.A. and the Council of States of India belong to this 
category. 

The other House is the popular House known as the 
Lower House. This is the more important House. It has 
the widest franchise and usually the most of the legislative 
power. 

The question is : Is it necessary to have two Houses ? 
There is a lot of controversy on this issue. And before 
rushing to a conclusion, one must study both sides of the 
controversy. 

Merits of bicameralism : 

1. The Lower House is the popular House. Popular 
passion may be at its worst in the Lower House. Hence, 
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laws passed by it. may incorporate the vast and the hastj' 
tendencies of the representatives of the people. Hence 
there should be an Upper House to act as a brake upon 
these undesirable tendencies. 

2. Tyrannical laws may be checked by the second 
thought^ of the Upper House. Hence bicameralism creates 
a system of checks and balances. 

3. The Lower House today is an over-burdened House. 
There are so many things to do and yet it has so little time. 
This may lead to irresponsible drafting of the Bills. Here 
the second chamber may prove its utility by revising these 
Bills. 

4. In a federation, the second chamber protects the 
rights of the States. This chamber, again by representing 
the special interests and classes provide for an effective 
balance of interests in the legislature. 

5. An unchecked Lower House may tend to be despotic. 
In that case the other chamber may check this despotic 
tendency. 

6. The Upper House generally consists of eminent 
men. Hence it may act as the reservoir of national knowl¬ 
edge. Laws reconsidered by the second chamber thus may 
undergo an intellectual distillation. 

Demerits o! bicameralism : 

1. The second chamber, say the critics, is Unnecessary. 
The reason is, if it agrees, it is superfluous ; if it disagrees it 
is pernicious. 

2. The Lower House represents the will of the people. 
There is no need to check this will, because, that is against 
the basic principle of democracy. 

3. The composition of the Upper House generally 
makes it conservative. As in Britain, it may Contain the 
hereditary vested interests. To allow its voice, thus, may 
mean conceding to the enemies of the masses. 
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4. The second chamber is a costly burden. It performs 
no necessary function. Hence to abolish it would mean a 
national saving. 

5. The second chamber means delay and duplication. 
This is undesirable. 

6. If both the chambers are popularly elected, it would 

mean only division, discord and a paralysis of the political 
will of the people. ' 

Evaluation of bicameralism : 

On the whole, however, fnodern States have tolerated 
the idea of a second chamber. India’s constitution, although 
a recent creation, has accepted its utility. People are more 
divided, it seems, on the point of the composition of the 
second chamber. Otherwise, the utility of a second chamber 
as a distillation chamber has been accepted by most of the 
responsible thinkers. Only a few extremists seem to go 
all out against it. But modern history has seemingly 
betrayed these extremists. 


THE EXECUTIVE 

The laws that arc formulated by the legislature, are 
put into practice by the executive. The latter is in charge 
of the national administration. The scope of the modern 
executive, however, is widening. In some countries it is 
also encroaching on the area of the non-executive business. 
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EXECUTIVE 

If the legislature is in charge of making the laws, it is 
the duty of the executive to enforce it and to carry out 
the policy of the. State. The function of the executive is 
assuming greater importance as the functions of the State 
are increasing. 

Definition : "The executive is that branch of the 
government whose principal task is the carrying out of 
the policy of the State, the enforcing of laws enacted by 
the legislature.” 

Analysis : The term executive may refer to the execu¬ 
tive head. But this is a narrow view. Actually the 
executive includes the entire executive administrative set 
up operating in the country. However, in our ordinary 
conversation the narrower view is used quite often. 
Sometimes, as Gilchrist points out, “the highest officials are 
called the executive proper, while the others, that is, those 
who carry out the details of a policy laid down by the head, 
are called the administration or the administrative officials.” 

Choice of the Executive : 

The office of the chief executive may be hereditary 
( e.g Britain ). Nowadays, however, hereditary kings 
are only nominal heads, the real power belongs to the. 
popular executive, i.c. f the Cabinet. Direct or indirect 
election may also settle the choice of the U.S.A., while 
the latter is practised in the case of the election of the 
President of the U.S.A. In France, the President is 
elected by the legislature. In India the President is 
elected by the union legislature and the elected members of 
the legislatures of the States. However, both in France 
and India, substantial execucive power rests in the hands 
of the Cabinet. 

Functions of the Executive : * 

To carry out the will of the State is the most important 
task before the executives It maintains peace, order and 

M.C.P.—7 
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security. Secondly, external administration securing the 

» " ■ j ’ * 

defence of the country *and foreign relations is also impor¬ 
tant. . Thirdly, the executive makes provision for ways 
and means of taxing and tapping the. other resources. In 
short managing the treasury is an important function of the 
executive. Fourthly, the legislative function of the execu¬ 
tive includes the right of summoning, proroguing and 
adjourning the sessions of the parliament, the right of 
dissolution ( in the cabinet form of government ), assenting 
to the laws passed by the parliament, etc. If the government 
is of the cabinet type, the executive also leads the business 
of the legislature. Delegated legislation is another function 
which is undertaken by most of the executives. Fifthly, 
the judicial function of the executive refers to the right 
of pardon, reprieve, etc. Finally, the economic control 
exercised by the executive in the national interests is 
becoming popular with the growing popularity of social 
welfare and economic planning. 

Organisation of the Executive : 

The executive function is conducted through various 
departments, the Home, the Defence, Foreign Affairs, 
Finance, Education, etc. A large body of officials carry on 
the process of administration. They are, in a way, the 
pillars of any sound political system. They constitute the 
“civil service" of the nation. They enjoy a permanent 
tenure of office and are generally selected on the results of 
competitive examinations. A sound, neutral civil service 
is an asset for any country. 


JUDICIARY 

Definition : 

“The judiciary is that branch of the government 
whose principal tasks are the discovery of facts and the 
interpretation and application of laws and constitutions in 
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cases of disputes between individuals or between individuals 
and the State 

. i - 

The exact nature and the particular form of the judiciary 
of a particular couiitry may vary. 

Functions : 

1. ft interprets and applies law to specific cases. It 
thus settles the disputes and removes the obscurities from 
the body of law. 

2. In case the law is silent on certain important points 
( concerning any particular case ), the judges would decide 
in accordance with the principle of equity. In this way 
and also through the leading cases, the judiciary always 
supplements the body of law. Such judge-made law adds 
flexibility to the whole system. 

3. The judiciary, in a federation, ?xts as the guardian 
of federalism. Both the centre and the States are prevented 
from encroaching on the powers of each other by the 
constant vigilance of the judiciary. 

4. In the democratic countries, the judiciary also acts 
as the guardian of the fundamental rights ( e.g. f U.S.A. and 
India ). 

Organisations : 

Generally the judges are appointed by the executive. 
Sometimes they are elected. However, election is not 
desirable because that hardly makes for a sound choice. 
The tenure of the judges is independent. They cannot be 
removed by the executive whims. 

Independence of the judges is essential for a democracy. 
An insecure judiciary tends to be subservient to the 
executive. Only an independent judiciary can act as a 
major safeguard for liberty. However, the power and 
independence of the judiciary should not be excessive, 
because in that case the judiciary might act afs the third 
chamber of the country. This would impair liberty, as 
has been proved by the Ameiican experience. 
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Additional Reading : 

1. Principles of Political Science by A. C. Kapur. 

2. Introduction to Politics: by H. J. Laski ( Ch. on 
“Organisation of Government’* ). 

3. Elements of Political Science by Alfred De Grazia. 

4. Dynamics of Democratic Governments by J- P 
Roche and M. S. Stedman. 



CHAPTER 17 


DIE EtEOiATE 


Introduction : The democratic way of life can be 
realised oilly when we have a democratic system ■ of 
government. The latter refers to the organisation of the 
democratic process. 

Modern democracy is indirect. It is representative 
democracy. Here the voters choose their representatives. 
The latter constitute the legislature. This legislature 
formulates laws and in effect controls the entire system 
of government. 

Herman Finer has summarised the whole problem of 
the organisation of government thus : (1) What entities 
shall the government represent ? (2) How can the 

sovereign people be represented ? (3) Who may choose 
representatives ? (4) How shall candidates for the 

assembly be chosen ?* (5) How far is it permissible to 
influence others in the election of candidates** ? To 
answer these questions properly is to find out the real 
nature of the democratic system of representative 
government. 

Meaning of Electorate : 

Individuals equipped with the right to vote constitute 
the electorate. This right to vote is decided by the law of 
the land. This law varies from country to country. 

All people are not allowed to vote. For example, the 

minors, persons of unsound mind and aliens are generally 

■ 

debarred from voting. In some States, property, educa¬ 
tional and sex qualifications on voting still exist. How¬ 
ever universal adult suffrage is the rule of the day. 

* Wee the Chapter on Party System. 

* * Bee the Chapter on Public Opinion. 



POLITICS 


102 

Adult Franchise : 

With the popularity of the theories of popular sovereign¬ 
ty the case for “one man. one vote” gained ground. It 
was argued that power must ultimately belong to the 
people. The decision maker in a democracy should be the 
individual himself. Hence there must be universal voting 
right for each individual. 

However, the term “citizen” and the term "individual” 
are rather different. Citizenship obviously excludes the 
alien, the lunatics, minors, criminals and the bankrupts. 
Hence universal adult suffrage properly excludes these 
categories of the people and confers the precious right of 
voting only on the citizens. 

There is a second school which disagrees with the 
aforesaid case for universal adult franchise. Led by 
Bluntschli, Lecky, Mill and Maine, this school holds that 
franchise is a matter of trust. It is not an inherent right. 
The individuals worthy of this trust alone can be allowed 
to exercise franchise. Thus according to John Stuart 
Mill "Universal education must precede universal 
enfranchisement.” He said, "I regard it as wholly inadmis¬ 
sible that any person should participate in the suffrage 

without being able to read and write.and perform the 

common operations of arithmetic." The critics, secondly, 
have also argued for imposing a strict property qualifica¬ 
tion. 

This criticism against adult suffrage seems to miss the 
mark. It emerges from the intellectual’s fear of the 
masses—a rather unfounded fear, as has been proved by 
the modern democratic process. The best reply to these 
critics has been given by Herman Finer who says, “men 
and women vote primarily for what they want and not 
from purely intellectual guidance.” 

To-day, most of the democratic States have adopted 
adult suffrage. U.K., U.S.A. and U.S.R. have accepted 
it. Under the new constitution, India has also accepted 
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it. The first two general elections conducted in India on 
the basis of adult suffrage were successful. 

r • | 

Woman Suffrage : 

After the Act of 1918 in England, the controversy on 
the women’s suffrage lost its teeth. Still the debate is 
continued. 

The critics of the women’s suffrage point out that 
feminine qualities are inconsistent with the demands of 
politics. Her vote, secondly, would destroy the home 
and consequently would undermine the family. Thirdly, 
their physical deficiency keeps them apart from the vital 
needs of the nation, i.e ., heavy manual labour of 
military service, etc. Finally, their general indifference 
to the major issues of the political life makes them un¬ 
worthy of being the equal participants in the political 
process. 

For a modern mind, these points have hardly any 
value. After all, if the women are weak, they need 
support. This is an argument in favour of _ their right to 
franchise. Secondly, granting human equality as the basis 
of democracy, how can one allow the continued oppres¬ 
sion of the female by the male. They must have equal * 
right. Thirdly, women have shown their capability, 
whenever society has given them a chance. Fourthly, 
to deny them voting rights means debarring them from 
the avenues of self-development—something which is 
unjust and undemocratic Women, may, fifthly, introduce 
“a purifying, ennobling and refining influence" in our 
conflict-ridden society. Finally, in the east women have 
always received the highest respect. Hence the fears 
about feminine freedom would be bound to be wrong at 
least in the countries like India. ■ 

Thus on balance the case for the women’s suffrage out¬ 
weighs the critics' case against it. 
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Modes Qf Election : 

Elections may be direct or. indirect, secret* or public. 
Nowadays important electioiv^jjwe generally direct and 
secret. When the voter directly- participates in election 
and elects his representative, it* becomes' a case of direct 
election. In India all members of the Lok Sabha an$ of the 
State Assemblies are elected directly by the people. 

However, if the voters at first choose only an inter¬ 
mediary body which in its turn would choose the final 
personnel, it becomes a case of indirect election. In India, 
indirect election prevails in the case of election of the 
Upper Chamber at the centre { the Rajya Sabha ). The 
indirect method is generally followed in electing the 
members of the Upper Chambers of the different States. 

The Case for Direct Election : 

By establishing close contact between the electors and 
the representatives, this system stimulates popular interest 
in the political process. Secondly, the electors become more 
vigilant. Finally, this system also stimulates popular 
political education through mass campaigns and other 
processes, thus enlightening the public and generating a 
keen sense of responsibility in them. 

Critics maintain that the ordinary voters are not the 
best judges about the candidates. Secondly, demagogues 
tend to have their day in case of the direct election. 
Finally, eminent men want to avoid the heat of the mass 
mud-slinging and thus try to avoid the election battle. 
As a result such elections do not produce the desirable 
effect. This criticism seemingly strengthens the other 
type of election—the indirect election. 

The Case for Indirect Election : 

It is argued that indirect election reduces the evds of 
universal suffrage. The passions of the masses are filtered 
in this process. The evils of the party system are avoided. 
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Especially in an unwieldy electorate, this system is said to 

be a safer one. 

■ 

However, the critics'maintain, that under such a system 
the voter's will is negledhed, his significance is minimised 

' . " ■ < s 

and bribery, corruption! etc., may have their easy way. 
Most important' of all, party system, when quite strong, 
dominates in spite of this indirect method of avoiding it. 
Hence, it, can hardly act as brake on the popular passions. 
It rather imports new evils. The result is, direct election 
is becoming more popular in the democratic systems of the 
modern world. 

Representation of Minorities : 

If the democratic way of life is to be successful, it can 
never allow the oppression of the minorities by the 
majority. True democracy, therefore, demands the 
safeguarding of the interests of ‘the minority. Fifty-one 
per cent people oppressing the forty-nine per cent is a 
picture which seems to be basically inconsistent with the 
principles of democracy. 

Adequate representation of the minorities, thus, is an 
important point to consider. No doubt,' the majority 
should rule. But the minorities must have a proportional 
representation in the political system of the country. # 

But any scheme for minority representation is bound 
to be complex. It may produce some undesirable conse¬ 
quences also. This fear has led many to attack the idea of 
special schemes for minority representation. They say, 
it may introduce narrowness, factionalism and undue 
electoral complexity in the political system. Hence Laski 
comments that the evils of the modern State cannot be 
remedied by reforms of the electoral machinery. These 
difficulties are primarily moral. Only by improving the 
intelligence of men and changing the economic system 
can we have a better form of democracy—artificial means 
can hardly help us. 
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Let us now consider th» schemes suggested for minority 
representation. These may "be divided into two parts— 
proportional representation and other schemes which allow 
representation of the minorities’but not proportionally. 

Proportional Representation : 

Here the constituencies are multi-member ^ith at 
least three seats. The voters have to signify their 
preferences for each candidate by putting one, two, three, 
etc., against the names of the candidates. A candidate 
is elected when he secures the required quota. This quota 
is decided by dividing the total number of valid votes cast 
by the number of candidates to be elected. The surplus 
votes polled over the required quota are then transferred 
to the second candidate of choice. So the process runs till 
all the seats arc filled up. 

This system, known as the Hare System is very complex 
and is of a limited value. Hence it has been criticised by 
many modern thinkers. Another variant of the propor¬ 
tional representation scheme, the “List System’’ is also 
not free from defects. Under this system all candidates 
are grouped in'lists, each list representing a separate party. 
However, this system is also fast becoming out of date. 

Cumulative Vote System : 

Here the voter has as many votes as there are seats to 
be filled. The voter may cast all his votes for a single 
candidate or he may distribute them. Hence this system 
grants the freedom of accumulating votes for the candidate 
of the minority group. 

The Limited Vote Plan : 

This system grants to each voter a smaller number of 
votes than there are seats to be filled. It demands a 
multi-member constituency with at least three seats. 
Here, in case, of a four-membered constituency, the voter 
would be allowed to vote for three candidates or even 
less. A single candidate can , be given only one vote. 
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And hence, the minority 'pasties' would be certain of 
electing one or two of its members. 

The Second Ballot System 

According to Gilchrist this system "secures a more just 
reflection of the opinion of the electorate where three or 
more pandidates seek election". In case there are three 
candidates one may secure a majority and yet the 
combined vote of the two defeated candidates may be 
more than his own poll. Here, a second ballot would be 
taken between the first and the second candidates. The 
majority in this second ballot would decide the issue. 

Communal Representation : 

During the British regime, the electorate in India was 
divided on a communal basis. Separate electorates were 
provided for the Hindus, the Muslims, the Sikhs, etc. In case 
of joint electorates there was also the case of reservation 
of seats for the minorities ( as in the case of the Scheduled 
Castes ). 

This was unfair and basically undemocratic. Religion, 
should not be allowed to import political division. In free 
India, this system has been duly avoided. 

Additional Reading : 

1. Principles of Political Science—A. C Kapur. 

2. The Theory and Practice of Modern Government— 
Herman Finer. 



CHAPTER IB 


PUBUC OWHI0H 

In our modern world, one hears so much about the 
importance of public opinion. In a democracy public 
opinion seems to occupy the heart of the entire system. 

The term public opinion is usually applied to what 
people think and want fpr their common life. It may be 
about any sphere of social life. However, we are concerned 
with the political aspect of the public opinion. 

Definition : “Public opinion is a belief held by a number 
of people regarding a political issue." 

Analysis : Public opinion should not be confused with 
consensus. The latter demands a high degree of cohesive¬ 
ness. Consensus may not be present in a public wherein 
public opinion is abundantly displayed. 

One should rdmember, as the famous author on social 
psychology Kimball Young tells us, that there are actually 
so many publics in any country and not just one public. 
These publics may have their different opinions and each 
one of them would be regarded as real. 

The effectiveness of a public opinion depends on several 
factors. The following are important: 

1. The intensity with which the beliefs are held. 

2. The degree of truth of the information on which 
the opinion is based. 

3. The degree of organisation of, and critical political 
controls held by, the opinion groups. 

Sources of Public Opinion : 

Public opinion is moulded by different agencies and 
institutions. Of them the following are the most important: 

1. Family : The family moulds the character as well 
as the personal opinion of a child. This acts as a seed of 
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the future' political belief. Later, when the same child 
attains adulthood, the fearly influence acts as a dominant 
influence. Secondly, ev^i for each -adult, the impact of 
the home on his attitude-^, and beliefs is significant. Thus 
seventy-five per cent of’ the Americans still cast their 

r 

votes in accordance with the political tradition of the 
family! 

2. Schools and Colleges : Similarly the schools and the 
colleges exercise a great influence on the opinions of the 
younger generation—a feature which is manifested in the 
expression of attitudes of these young men when they 
attain citizenship. The type of education therefore has 
a decisive influence on the type of political persons that 
are released from the educational institutions. 

3. The Press : In the modern society, the newspapers 
and the various journals occupy a significant position in 
the political life. They supply news as well as views on 
all the problems that a man faces. They reflect public 
opinion and also mould it considerably. Thus much depends 
on the quality of the Press. If it is honest and efficient, 
democracy prospers. i t degenerates, democracy also 
degenerates. 

4. Radio and Television : In the advanced countries, 
radio is an important agency which both reflects and 
moulds public opinion. It reaches almost all the individuals 
in such countries and as such exercises great influence on 
public opinion. So is the case with television too. 

5. Movie : Cinema is an important aid to propaganda 
and education. In India the government news-reels as 
well as the subtle social hint of the films in general are 
important elements which mould public opinion. 

6. The Platform : Converting the masses through 
platform speeches is an important element in the growth 
and development of public opinion. Especially, in the 
backward countries like India, where the press or the 
radio hardly reach the masses, platform speeches have an 
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additional value in generating public opinion and mobilising 
the masses to action. , 

7. Political Parties : Acting as the broker of ideas 
and organiser of the masses, the political parties contribute 
a good deal to the process of public opinion formation as 
well as consolidation. Especially in a democracy its 
significance as a moulder of public opinion is immense. 

8. Legislature : The legislature in a democratic 
country is the national talking-shop. Serious deliberations 
take place in the legislative chambers. It directs as well 
as reflects public opinion. 

Democracy and Public Opinion : 

Dictatorship thrives by crushing the free media of 
public opinion. Democracy, on the other hand, implies 
an open society where all the agencies of public opinion 
enjoy reasonable freedom. All this is important because 
democracy means government by criticism and deference. 
The use of public opinion as a phase of democratic govern¬ 
ment rests on certain assumptions, (1) the political 
controls rest with a body of responsible adult citizens of 
the community, (2) that these adults have the right and 
the duty to discuss public issues, (3) that out of this 
•discussion some agreement may emerge, (4) that this 
agreement will be the basis of public action. 

Conclusion : 

The ascendant public of our times is the hope of 
democracy. As public opinion becomes free from its 
•undesirable elements, as the agencies remain undistorted 
-and as it gains more of nationality, it would become an 
asset for democracy. 

Good government demands an open society where public 
opinion acts as the constant guide and the constant critic 
of the Government as well as of the people. 
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Additional Reading : 

1. Public Opinion by William Albig. 

2. Public Opinion in a Democracy by C. W. Smith. 

3. Elements of Democratic Government by J. A. 
Corry. 



CHAPTER 19 


POLITICAL PARTIES 

Introduction: Modern politics is governed by the 
political parties to a great extent. Parties have assumed a 
directing role since the nineteenth century. Of course it is 
true that factions and groups have existed ever since the 
political affairs became important. The birth of organised 
political parties and their important roles are, however, 
rather recent.' Parties have evolved in different ways. 
They have adopted different methods. Their purposes 
vary widely. Yet they have something in common which 
would distinguish them from other human groups and 
organisations. 

Definition : According to Maclver, a party is an 
“association organised in support of some principle or 
policy which bv constitutional means it endeavours to 
make the determinant of government.” 

Analysis : A party represents an organised group of 
persons equipped with an ideal or ideology. A scheme of 
translating the ideal into practice is offered by the pro¬ 
gramme of the party. The means of realising the pro¬ 
gramme is usally constitutional. In exceptional cases it 
may not be possible for a party to obey constitutional 
methods. However, if a party fails to be constitutional 
delilieratcly, it should be treated more as a group wedded 
to conspiracy tlian as a normal political party. The most 
important role of a party is its willingness to participate 
in the process of political power. The distinction between 
a party and a pressure group lies in the fact that while 
‘ political parties are mainly, although not exclusively,, 
concerned with Who shall exercise power,” pressure 
groups and lobbies are “mainly concerned with Haw power 
shall be exercised” ( Odegard and Helms ). 
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Importance: Political partfes are .extremely important 
for modern political systems. In a democracy they 
perform the function of organising the competition of 
social ideas. Social progress demands a variety of competing 
ideas. These social ideas are formulated and expressed 
by the various political parties. Many ideas require many 
parties apd democracy offers the ideal scope for such a 
plurality of parties. In the dictatorial countries, however, 
only one party is allowed to exist and function. Such an 
official party naturally finds it necessary to crush all the 
other parties. Only one idea is allowed to be propagated 
in the dictatorships. As a result the political system under 
a dictatorship has to enforce a regime of oppression and 
terror which can never be conducive to the normal health 
of the civilised way of life. A party system, therefore, in 
order to be genuine, requires a democratic background. 

Functions : 1. Organising the electorate seems to be 

the most important function of the modern democratic 
parties. Parties propose candidates for election and parti¬ 
cipate in an extensive campaign for telling the people the 
merits of the ideas and the candidates sponsored by them. 
In the absence of the parties the modern electorate would 
have been thoroughly unwieldy. 

2. According to Soltau, "if the first role of the party is* 
to sort the issues for the electorate, its second is to supply 
the majorities without which governments cannot remain 
in power.” In fact, especially in a cabinet system of 
government, party system is indispensable. 

3. Political parties ensure that an undesirable ruling 
group would not stay in power for an unendurable term. 
The parties in the opposition are always alert and they 
provide an alternative to which the people may shift their 
choice whenever the situation requires such a change. 

4. The responsibility for the behaviour of the candidates 
enjoying office is assumed by the relevant political parties. 
In Britain, or for that matter, in any cabinet government 

M.C I\-8 
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■with a two-party system, such a responsibility is clearly 
detectable. In varying degrees this responsibility is 
perceptible in other countries as well. 

5. Choosing appointive officers constitutes an important 
function of the American political parties. Countries 
having a professional civil service of the British and the 

i 

Indian type of course do not depend very m?ich on the 
parties for the choice of the appointive officers. 

6. Political parties stimulate public opinion. Through 
propaganda and educative campaigns they organise strong 
•currents of opinion. Sometimes their opinions may have 
some bias but it cannot be denied that they perform a very 
valuable service by promoting and strengthening public 
opinion. 

Advantages : Most of the functions of the political 
parties can be described as the advantages of the party 
system except in so far as they are twisted by the selfish 
interests of some parties and their leadership. The following 
are some of the unmistakable merits of the political 
parties. 

1. Parties help the voters to choose their candidates for 
election. They educate the electorate through systematic 
campaigns and ceaseless efforts to organise the electorate. 

2. Such campaigns educate the voters and create a 
political consciousness which helps the participation of the 
people in politics. 

3. Party system unifies the government. This is 
especially true in a federal political system. The central 
government and the State Governments in India are largely 
bound by a common cause because of the solidarity of the 
Congress Party. So is the case with the U.S.A. also. 

4. Democracy implies Government by criticism. Poli¬ 
tical parties in the opposition play the role of critics. Their 
criticism may sometimes overshoot the mark but generally 
such critical actions have a constructive value. They keep 
the ruling party on its toes. 
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5. In case the governing party fails to govern, the 
opposition parties may offer . an alternative government in 
the sense that after the fall of the ruling party they may 
provide a new government. 

6. According to Barker, only a plurality of parties can 
assure, the success of democracy. Party system, of the 
open and plural sort, thus performs the function of vital¬ 
ising as well as safeguarding democracy. 

Defects : 1. Political parties, if biased to a large extent, 

may generate a very narrow partisan spirit which may 
undermine the basic unity of the country. 

2. Sectarian parties may corrupt the political climate in 
the country and may repel alf people of good sense away 
from politics. This may eventually lead to, what Erich 
Fromm has called, a fear of freedom leading to an invitation 
to dictatorship. Party politics in Pakistan up to the year 1958 
led to such a crisis leading to the dictatorship of General 
Ayub Khan. 

3. Men of ability are usually scared by the bitterly 
partisan attitudes of the parties. Their services, as a 
consequence, are usually lost to the nation. 

•n 

4. Some parties, especially conspiratorial parties with 
ultra-revolutionary slogans, consciously attempt to destroy 
democracy in order to impose the Government of their own 
choice. This is a dangerous trend. 

5. A strong group of thinkers, headed by Jayaprakash 
Narayan, has maintained that democracy in a backward 
country like India can be genuine only when we would 
dispense with the party system altogether. Between the 
people and the government, the parties act as corrupting 
brokers. 

6. Some thinkers, again, have detected an inevitable 
trend of oligarchy in the party system. Roberto Mitchels, 
for instance, notices an iron law of oligarchy in the orga¬ 
nisational development oi the party system whereby the 
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leaders always becbnae the blasters over this ordinary ranks 

I * • • • 

and thus damage the basis of democracy. 

Evaluation : The merits of the party system would 

naturally outweigh the defects of the party system. As the 

/ * 

political consciousness of the people grows the defects would 
gradually lose their strength. It is easy to criticjse the 
parties but it is difficult to devise any realistic alternative 
to it. Finally one should remember that much of the short¬ 
comings of the political parties indeed arise from the basic 
nature of aggregate human behaviour and human psycho¬ 
logy. 

f 

TYPES OF PARTY SYSTEM 
The One-Party System : 

The one-party system is associated with the dictatorial 
form of government. In such a system the ruling party 
alone exists as the officially recognised party. It runs the 
government and crushes the opposition by sheer terror and 
oppression. Hitler’s Germany before the Socond World 
War, Krushche v’s Russia and Mao’s China are the illustra¬ 
tions of the working of the one-party system. Democracy 
and a one-party system are incompatible. In the one- 
party system only the ruler’s ideas prevail. No one can 
organise a protest against the Government. The duty of 
the public becomes one of singing a chorus of praise for the 
ruler acts, good or bad. 

Two-Party System : 

Under a two-party system only two political parties 
assume a major role in determining the process of govern¬ 
ment. One of them rules and the other takes up the 
function of responsible opposition. The latter is always 
prepared to take over the function of running the govern¬ 
ment in case the ruling party fails to rally adequate support. 
The classic case of such a system can be found in Britain. 
Thinkers like Laski have glorified the value of such a 
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system because, in their opinion* it alone ensures stability. 
It is true that the finer shades of political differences do not 
get any chance*, of expression .under such a division of 
political responsibility between two major parties. But no 
body forces these smaller opinions to be silenced. The 
national electorate, for reasons of stability and efficiency 
choose! to support such a system and hardly any one 
regrets the absence of the smaller parties. 

Multi-party System : 

All the shades of political opinion can express them¬ 
selves through a political system that welcomes the 
existence of many parties. In countries like France and 
Switzerland more than two parties—in fact so many parties— 
have assumed important roles. Political systems acquire 
an element of instability through the mutual struggles among 
a number of political parties. But this charge is not always 
true. Switzerland, for instance, has a number of parties 
and yet no one can accuse her of political instability. In 

i 

general, of course, it may be true that the two-party system 
is likely to be more stable than its multi-party counter¬ 
part. Usually, however, the people have no choice about 
the number of parties because much depends on the tradition 
and history of a particular country as to how many parties, 
there would be. 

THE PARTY SYSTEM IN INDIA 

The Election Commission of India has granted official 
recognition of an "All India” status to four political parties : 
the Indian National Congress, the Praja Socialist Party, the 
Communist Party and the All-India Jan Sangh. India can 
be said to have a multi-party system though only one-party 
seems to have a genuinely national organisation. The 
other three parties can show only regional support. Political 
democracy in India is thus a bit weaker because of the lack 
of a 'national contest of the political parties. In a large 
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measure the Congress Party, the ruling party, steals the 
greater part of the show and this may seem to be a virtually 
one-party dominance though not precisely one-party system 
by imposition. 

Indian National Congress : 

The Congress Party is the strongest political p‘arty in 
India. It has the oldest political background, beginning 
its functions in 1885 it developed into the most important 
platform to which rallied all the progressive forces of the 
Indian national movement. After the achievement of 
national freedom it occupied the status of the ruling party. 
It envisages the maintenance of a mixed economy and wants 
to establish a socialist pattern of society. In the two General 
Elections held after the achievement of independence it has 
emerged as the party with the widest political support. 

The Praja Socialist Party : 

The Praja Socialist Party, the organisational roots of 
which may be traced back to 1934, is the second biggest 
democratic party in India and in the Second General Elec¬ 
tions it polled' the second highest number of votes. It is 
associated with the international socialist movement and 
.acts as the leading forum for Asian social democracy. It 
believes in democratic socialism. It stands for nationalisa¬ 
tion of all the basic industries, wide agrarian reconstruction, 
equalisation of income, the workers’ control of industry and 
a genuinely neutral foreign policy having no weakness for 
the Atlantic and the Soviet camps. It does not believe in 
violent measures and, though socialist, does not maintain 
any foreign contact that might go against the will of :he 
nation. 

The Communist Party of India : 

Beginning in the year 1924, the Communist Party of 
India has acted as the Indian branch of the international 
Communist movement. Its opposition to the national 
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movement in India and its occasional alliances with the 
British imperialists have made it a very different political 
party. It believes in a revolutionary overthrow of the 
present system and yet does not hesitate to take the 
advantage of parliamentary democracy. Basically, it does 
not believe in a democracy of the type we have it in India 
and abroad. It improved its position in the second general 
Elections and temporarily captured the leading position in 
the state of Kerala. In this election, while the P. S. P. 
polled 10 per cent of the total votes polled the C. P. I. polled 
9'8 per cent and the Congress Party 46‘5 per cent. The 
Communist Party is more interested in ideological solidarity ; 
if that goes against the national patriotic outlook, it will 
value the latter less, 

The Bharatiya Jan Sangh : 

The Bharatiya Jan Sangh began its cereer in 1951. It 
stands for a democratic government and the rule of law. 
In the economic field it wants nationalisation of the basic 
industries but intends such nationalisation to be different 
from the current one. It advocates an enlightened self- 
interest to be pursued in the field of foreign policy and 
wants a more firm policy towards Pakistan. In the Second 
General Elections the Jan Sangh polled 5'7 per cent of the, 
total votes polled. 

Other Parties : 

Apart from the aforesaid political parties there are many 
other parties enjoying regional support mainly but aspiring 
after a national support* The foremost among them are 
(a) the Socialist Party with a radical socialist ideology of 
resistance and reconstruction ; (b) the Revolutionary 

Socialist Party, a non-Communist Marxist Party with a 
patriotic background ; (c) the Hindu Mahasabha with a 
theory of Hindu revival ; (d) the Swatantra Party, a party 

which openly defends free enterprise and decries socialism, 
and many other parties of lasser significance. 
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Additional Notes : Prospects of the Indian Party 
System. 

The Indian electoral system, says Myron Weiner, with 
its simple majority and single ballot.has the usual consequence 
of giving the bigger parties a disproportionate number of 
seats in the legislature and reducing the seats of the^smaller 
parties. The electoral system, therefore, ought tp discour¬ 
age minor parties, as it has in the United States and Great 
Britain. But the minor parties have not been completely 
wiped off. However, after the elections the opposition 
parties felt an incentive toward merger and unity. Obsession 
with ideology has stood as an obstacle to the realisation of 
a broad-based unity among the smaller parties. As a result 
the Congress Party has gained an upperhand. One may 
thus venture to say with Myron Weiner that in the final 
analysis a stable party system, and consequently a stable 
government, can develop in India only when political 
polarisation is between parties which agree on basic values. 
Without strong,. democratic parties capable of providing 
the nation with political stability, it is hardly possible for 
India to carry through a programme of social and economic 
change within the democratic framework. 
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1NTERNAT ONALISM : THE 
UNITED NATIONS AT WORK 


Extreme nationalism poses a grave problem. National 
sovereignty has often proved to be a danger to international 
security. If each nation chooses its own way, it is likely 
to neglect the interests of the others. As a result aggres¬ 
sive wars may follow. Two world wars and the threat of 
a third in the twentieth century have taught mankind its 
bitterest lesson. Peace, it is now commonly conceded, 
should be the major concern of all the nations. For this 
purpose every nation has to forsake a part of its sovereign 
right to do everything. In a nuclear world a simple local 
war may turn into an all-devastating world war. No nation 
should, therefore, be given the right to wage war. Politics 
among nations should be controlled by a super-national 
authority. The United Nations was established precisely to 
initiate such a system of international control by common 
consent. The birth of the United Nations obviously implies 
an end of the old form of national particularism. To the 
extent the United Nations is going to succeed, the worlcfc 
would be able to have a genuine international authority. The 
idea of a world federation is no longer an idle dream. Men 
of vision supported by sensible nations can indeed proceed 
towards such a goal. National obstinacy is in fact losing 
its charm ; our world is advancing towards internationalism. 

-Origin of the U.N. : 

The Atlantic Charter was signed on August 14. 1941, by 
the three Greats,—Roosevelt of the U.S.A., Churchill of 
U.K. and Stalin representing the U.S.S.R. The United 
Nations' Declaration of January 1, 1942, embodied the 
endorsement of the Atlantic Charter. The informal Great 
Powfer Conference at Dumbarton Oaks on August 21, 1944, 
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strengthened the earlier demand for unifying the forces 
of peace and finally, at San Francisco, the Charter of the 
United Nations was signed on June 25, 1945, and ratified 
by the relevant forty-six nations on July 28, 1945. The 
First General Assembly meeting of the U.N. was held on 
January 10, 1946. Soon, the League of Nations came to a 
formal end, transferring all its assets to the U.N. • 

i* 

Purposes of the U.N. : 

The U.N. was not supposed to be a full-fledged inter¬ 
national organisation, having the power to override the 
sovereign states, in order to maintain perpetual peace. Its 
aim is not to eliminate sovereignty, but to put a necessary 
and rather modest check on it. 

The U.N. Charter declares four important purpo¬ 
ses : (1) to maintain peace and security through the peace¬ 
ful settlement of disputes, and by adopting collective 
measures ; (2) to develop friendly relations and strengthen 
peace ; (3) to co-operate in solving international economic 
social, cultural and humanitarian problems, and to promote 
respect for fundamental freedoms , and (4) to act as a 
centre for harmonising the actions of nations in the attain¬ 
ment of these common ends. 

Structure : 

The six main organs of the U.N. are, the Security 
Council, the General Assembly, the Secretariat, the 
International Court of Justice, the Economic and Social 
Council and the Trusteeship Council. These principle 
organs may establish other subsidiary bodies. 

The Security Council—The Security Council is mainly 
endowed with the duty of maintaining peace and security, 
for which it is to investigate about disputes and to take 
action against any violation of peace with the help of the 
member states. It consists of the “big five”, namely, the 
U.S.A., U.K., the U.S.S.R., France and Nationalist 

China as permanent members, apd six others elected by the 
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General Assembly for two-y£ar terms. In times of admis¬ 
sion of the new members, and the election 6f the Secretary 
General in the General Assembly, its consent is necessary. 
This Council also co-operates with the General Assembly 
for electing the judges of the International Court of 
Justice, and the regulation of armament and possible 
disarma'ment. It has to supervise and control trust terri- 
toris, and with the others, decide about any conference 
regarding any revision of the Charter. The council has to 
submit annual and special reports to the General Assembly. 
But this Council’s power is, however, greatly minimised 
by its procedure of voting which includes the use of "veto” 
and “double-veto” by the big powers. 

The General Assembly—The inability of the Security 
Council, to serve its intended purposes has urged the 
General Assembly to take an active role in maintaining 
international peace and security. The General Assembly 
consists of all the member states, each sending not more 
than five representatives, who meet each, year to discuss 
the major international problems. The General Assembly 
can discuss and make recommendations on any international 
matter within the U.N.’s jurisdiction. It c;o-ordinatcs 
and supervises the work of the other organs, receives 
reports from them and controls their finances. Together* 
with the Security Council it admits and expels members, 
and chooses the Secretary General, but elects the non- 
permanent members of all three councils, alone. It may 
initiate studies and make recommendations on political 
co-operation, the development and codification of inter¬ 
national law, the peaceful adjustment of situations retarding 
international amity or the general welfare. It may promote 
co-operation in economic, social, cultural, educational 
affairs and assist in the realisation of universal human 

rights. • 

The Economic and Social Council—The Ecosoc consists 
of eighteen members elected by the General Assembly 



124 


POLITICS 


on a three year basis. It is to promote higher standards 
of living, full employment, solution of international cultural 
and educational co-operation' and universal respect for 
human rights. It is also entrusted with/ the task of 
co-ordinating the activities of the specialised agencies. 

The Trusteeship Council—The Trusteeship Council 
supervises the administration of the Trust territories, and 
looks after their political, economic, social and educational 
advancement, and their progressive developments towards 
self-government or independence, as the case may be. 

The Secretariat—The Secretariat is the principle admi¬ 
nistrative body .of the U.N. with its chief administrative 
official, the Secretary General, who is the personalised 
symbol of the U.N. as a whole. The first Secretary-General 
was Trygve Lie,-and at present the office is held by Dag 
Hammarskjoeld. He "may bring to the attention of the 
Security Council, any matter, which in his opinion may 
threaten the maintenance of international peace and 
security.” 

The International Court of Justice—The International 
Court of Justice is the principle organ of the U.N. for 
arbitration*and adjudication. All members of the U.N. are 
under the jurisdiction of the court. Besides, other states 
may also willingly submit to it. Only states may be parties 
in cases before the Court. There are fifteen judges in the 
Court, chosen for nine-year terms by a joint election in 
the Security Council and the General Assembly. 

The U.N. at Work. 

Though there is a popular faith in the collective security 
plan of the U.N., yet they are practically of little use. Today 
in the world of bipolar distrust, no major action can be 
easily taken. 

Asa pear e-maker, the U.N. has, however, some success 
to its credit in settling the international disputes about 
Indonesia, Kashmir, Korea, Hungary, etc. 
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In the case of Indonesia, when the Dutch authority was 
attacking Indonesia, in 1947 and 1948, in order to recover 
their colonial maktery, the U.N.. could call on Holland to 
withdraw her forces, and thus Indonesia was freed in 1949. 
But all these wefe possible only due to the help of the big 
powers. m 

By accession Kashmir became an integral part of India 
in October 1947, but Pakistan invaded Jammu and Kashmir, 
and prevented India from feting there. So with India’s 
request, the Security Council adopted a resolution in 1948, 
which consisted of cease-fire and trucc-agreemcnt. Both 
India and Pakistan accepted the cease-fire, but the latter 
was to be discussed later. The Kashmir question was again- 
discussed in the U.N. in 1957, but its proposals were never 
jointly accepted, and so resulted in a failure. The question 
is, threfore, still now unsolved. But the danger of war is 
now present no more, the credit for w r hich goes to the U.N. 

When North Korea attacked the Republic of South 
Korea in June 1950, the Security Council tecommendcd a 
unified command under the U.S.A, on July 1950 In 1951, 
the General Assembly convicted Peking of being engaged 
in “aggression in Korea.” The aggressors were repulsed 
by the U.N., and in July 1953, a cease-fire and truce agree¬ 
ment was signed by representatives of the North Korea, 
Chinese Communist and the U.N. commands which brought 
an end to the Korean war. This was for the first time that 
an international organisation could fight the aggressors 
successfully. 

When in 1956, the U.S.S.R. attacked Hungary and depri¬ 
ved the people of their rights, the U.N. could not help 
Hungary in any way, as the U S.S.R. considered it to be a 
domestic affair, and had a veto, which paralysed the U.N. 
completely. The Hungarian and the Middle East crisis of 
1956 and the Congo crisis of I960 shows us the p6w»erlessness 
of the U.N. without at least the partial co-operation of the 
U.S.A. and the U.S.S.R. 
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Thus it is apparent that the records of the U.N. in its 
first fifteen years are more impressive than the work done 
by its predecessor, the League of Nations, ^ts failure in some 
of the cases is mainly caused by the Jbi-pQiarised world 
politics today, which prevents all the nations from co-oper¬ 
ating. Though the “big powers’*, each with their vetp-power, 
often creates a deadlock in the U.N.’s proceedings, yet, the 
U.N., to the extent of its limited success, -^offers us some 
streaks of hope about the establishment of a ^vorld order.* 

Additional Notes : 

Several specialised agencies are affiliated with the 
Economic and Social Council e.g. Universal Postal Union 
(UPU), International Labour Organisation (ILO), Inter¬ 
national Monetary Fund (I.M.F.), Food and Agricultural 
Organisation (FAO), United Nations Educational, Scienti¬ 
fic and Cultural Organisation (UNESCO), World Health 
Organisation (WHO). 
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